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How 19,000 companies 
up take-home pay 





Can you deduct $18.75 from $60.00 and get $66.25? Yes. And the way you can do it is mighty important t» 
your company—and to the nation! 

You start with $60, representing someone’s weekly take-home pay. You deduct $18.75 for the purchase o! 
a U.S. Savings Bond. That leaves $41.25. But $41.25 isn’t what the worker takes home. He takes hom: 
$41.25 plus a $25 Savings Bond. Total (assuming he holds the Bond till maturity): $66.25. 





WHAT 19,000 COMPANIES HAVE LEARNED 


In the 19,000 companies that are operating the Payroll 
Savings Plan for the regular purchase of Savings Bonds, 
5 8 ‘ ne 

employees have been more contented in their jobs—ab- 
senteeism has decreased—even accidents have been fewer! 

Those are the “company” benefits the Plan provides, in 
addition to extra security for individual employees. 

But the Plan has other, far-reaching benefits of basic im- 
portance to both your business and the national economy... 


SPREADING THE NATIONAL DEBT 
HELPS SECURE YOUR FUTURE 


The future of your business is closely dependent upon the 
future economy of your country. To a major extent, that 
future depends upon management of the public debt. 
Distribution of the debt as widely as possible among the 
people of the nation will result in the greatest good for all. 

How that works is clearly and briefly described in the 
free brochure shown at the right. Request your copy— 
today —from your State Director of the U. S. Treasury 
Department’s Savings Bonds Division. 


ACTION BY TOP MANAGEMENT NEEDED 


The benefits of regular Bond-buying are as important toda 

as ever—but war-time emotional appeals are gone. Spon 
sorship of the Payroll Savings Plan by a responsible execu- 
tive in your company is necessary to keep its benefits 
advertised to your employees. 

Banks don’t sell Savings Bonds on the “installment 
plan” — which is the way most workers prefer to buy them. 
Such workers want and need the Payroll Savings Plan. 

Those are the reasons why it’s important to make sure 
that the Plan is adequately maintained in your company. 

The State Director will gladly give you any assistance 


you wish. I> 







“The National Debt and You,” Mngt 
a 12-page pocket-size brochure, expresses the. / ee voter 


views of W. Randolph Burgess, Vice Chair- 
man of the Board of the National City Bank 
of New York—and of Clarence Francis, 
Chairman of the Board, General Foods 
Corporation. Be sure to get your copy 
from the Treasury Department’s State / 
Director, Savings Bonds Division. 
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New York, N Y. 
December 17, 1947 


Philip Morris & Co. Led., Inc. 


The regular quarterly dividend of 
$1.00 per share on the Cumulative Pre- 
ferred Stock, 4% Series, and the regu- 
lar quarterly dividend of 90¢ per share 
on the Cumulative Preferred Stock, 
3.60% Series have been declared pay- 
able February 1, 1948, to holders of 
Preferred Stock of the respective series 
of record at the close of business on 
January 15, 1948. 

There has also been declared the 
quarterly dividend of 37%¢ per share 
on the Common Stock ($5 Par), payable 
January 15, 1948 to holders of Common 
Stock of record at the close of business 
on December 30, 1947. 

Pursuant to a resolution adopted at 
the Stockholders’ Meeting held on July 
10, 1945, no Certificate representing a 
share or shares of Common Stock of 
the par value of $10 each is recognized, 
for any purpose, until surrendered, and 
a Certificate or Certificates for new 
Common Stock of the par value of $5 
each shall have been issued therefor. 
Holders of Certificates for shares of 
Common Stock of the par value of $10 
each are therefore urged to exchange 
such Certificates, for Certificates for 
new Common Stock of the par value of 
$5 per share, on the basis of two shares 
of new Common Stock $5 par value, 
for each share of Common Stock of the 
par value of $10. 

L. G. HANSON, Treasurer. 














PACIFIC GAS AND ELECTRIC CO. 


DIVIDEND NOTICE 


Common Stock Dividend No. 128 


The Board of Directors on December 17, 
1947 declared a cash dividend for the 
fourth quarter of the year of 50¢ per 
share upon the Company's Common 
Capital Stock. This dividend will be 
paid by check on January 15, 1948 to 
common shareholders of record at the 
close of business on December 30, 1947. 
The Transfer Books will not be closed. 


E. J. Becxett, Treasurer 


San Francisco, California 














Crown Cork & SEAL 
CoMPANY, INC. 


COMMON DIVIDEND 


The Board of Directors has this day de- 
clared a year-end Dividend of fifty cents 
($.50) per share on the Common Stock of 
Crown Cork & Seal Company, Inc., pay- 
able January 16, 1948, to the stockholders 
of record at the close of business Decem- 
ber 30, 1947. 

The transfer books will not be closed, 


WALTER L. McMANUS, 
Secretary. 








December 16, 1947. 








JOHN MORRELL & CO. 


— DIVIDEND NO. 74 


i ce A dividend of Thirty- 
\ \ lor rel ——— (30375) nlc Half 

ITC ‘ents % plus an 
meats extra dividend of 
Thirty-Seven and One- 
Half Cents ($0.375) per 
share on the capital stock of John 
Morrell & Co. will be paid Jan.30th, 1948, 
to stockholders of record Jan. 10, 1948, 
as shown on the books of the Company. 


Ottumwa, lowa. George A. Morrell, Vice Pres. & Treas. 
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With the Editors... 

W 

A 

K EVERY YEAR at this time, we are prepar- Y 

x r il 

ing for our readers a number of fea- 2 

A tures of basic interest and usefulness. But s 

E this year, our fortieth and to us therefore C 

an important milestone, our program is a 


particularly ambitious one and, we hope, 
of outstanding value to businessmen and 
investors. 


ANNOUNCING OUR PREVIEW ISSUES 


Our big preview issue will be that of January 17, replete with special forecast features 
covering virtually every field. A. T. Miller will analyze the stock market's position and 
outlook, and project the general prospects for security prices. 


Our “PREVIEW OF 1948” will realistically survey the basic forces that will influence 
economic and business trends in the year ahead, with a balance sheet of favorable and 
unfavorable factors affecting the outlook. It will project the general environment in which 
business and industry is likely to operate in the new year, and offer definite conclusions 
as to the prospective behavior of our economy. 


E.K.T. writing from Washington will give you his 1948 political forecast, discussing 
the election campaign, and in our Anniversary issue of January 31 will have a penetrating 
study of the foreign policy outlook. In an election year and, moreover, in a year which 
is likely to see important developments in world affairs, these reports, packed with realis- 
tic forecasts and interpretations, should be immensely useful. 


The January 17 issue will also contain Part I of our big annual industry survey, with 
the second part following in the January 31 issue. These surveys will cover every major 
industry, their prospects over the nearby and longer term. They will tell you which indus- 
tries should maintain and improve their sales and earnings positions, which will be sta- 
tionary or retarded, which soundest from the investor standpoint at this particular time. 
Our practical conclusions will be of great help and value to you. 


POTENTIAL MARKET LEADERS 


Also in our January 17 issue, our staff will present, after most careful research, TEN 
POTENTIAL MARKET LEADERS FOR 1948, a selection of good grade, dividend paying 
stocks which, we believe, offer outstanding potentials for capital gain and income in the 
new year. 


And finally, in the field of world affairs, V. L. Horoth, well-known international 
economist, will discuss world economic trends in the making. In his article REALISTIC 
APPRAISAL OF INTERNATIONAL AFFAIRS, he will offer you his observations and inter- 
pretations, of definite interest and usefulness to every businessman and investor in view 
of the broad impact of world developments on our own economy. 
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These and other features, in our Preview January 17 issue and our 40th Anniversary 


January 31 issue and supplemented by practical articles on securities and investment topics, > 
— will be followed up, in our February and March issues, by our 1948 SECURITY RE- 

APPRAISALS, EARNINGS AND DIVIDEND FORECASTS, of exceptional importance this 
ar- year. They will not only give you a well-rounded picture of the varying status of each 


industry under projected 1948 conditions, but indicate earnings and dividend prospects, 


fea and market values, for all leading companies. We shall, in these appraisals, point out 
But selected securities which we consider not only sound but undervalued, and also doubtful 
‘ore and static situations which should be avoided. You will want to consult these forecast issues, 
sa running to the March 27 issue, carefully and check your holdings against our recommen- 
dations. 
pe, a 


™/? NEW AND ENLARGED SERVICES 


However, not only in our preview and forecast issues, but throughout the year we shall 
bring to our readers a wealth of useful information and advice, and enlarged coverage 
of the fields of business and investment. These days when businessmen must be better 
informed than ever, when the investor stands in constant need of enlightenment, we want 
to make the Magazine equally useful to both. More and more, we want to make it a service 


1res 
publication of steadily increasing value by enlargement of our scope and by continual 


ond ‘ 
refinement of our work. * 
- As in the past, we shall continue to supplement our market review, as occasion 
weil demands, by special features and periodic studies including quarterly earnings analyses. 
‘ich 


ons | A NEW BUSINESS PAGE 


ing We shall, beginning with the January 17 issue, enlarge our BUSINESS ANALYST by adding 
ing a special business page that will not only keep you posted on the latest business trends 
ich but will offer interesting news, views, comments and interpretations. This will be an exclu- 
sive feature that should be of the utmost value to businessmen. 


The new and enlarged BUSINESS ANALYST will fully cover the entire economic 
ith and business scene, present and interpret the latest essential statistics, and watch for 
our readers important trends in the making. We shall, in this respect, endeavor to be out- 


lis- 























jor 
sai standing in practical treatment as well as in sound basis that must necessarily underly 
ss our work if it is to be of the greatest usefulness. 
ne. Additionally, we shall continue and enlarge our coverage of foreign developments 
which promise to be extremely important in the new year. To that end, we shall have a 
special foreign page AROUND THE WORLD that will keep you posted on what's going 
on abroad, with particular emphasis on happenings that are likely to have repercussions 
right here at home. And in the new year, there may be many such developments! Among > 
N other things, this page will keep you abreast of the progress of the sixteen “Marshall Plan 
* countries,” following implementation of the European Recovery Program. 
he Finally, in the course of the new year, you will find in the Magazine periodically 
teature articles written for us exclusively by prominent men in various fields of endeavor, 
os in business, finance, labor, Government. These are designed to acquaint you with the views 
C of recognized experts in specific fields; and we are certain you will like them. 
r- Allin all, THE MAGAZINE OF WALL STREET, being forty years young, stands ready 
w to serve you, more fully and better than ever, in one of history's most difficult and com- 
plicated periods, a period in which being well informed is not only a duty but a paramount > 
necessity. 
—— Fe x Py bs § 
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The Trend of Events 


BETWEEN SESSIONS... Congress has adjourned and 
most members no doubt will use the time until it 
reconvenes on January 6 to appraise home town senti- 
ment on the basic isues that must be faced during the 
regular session, long term foreign aid and the battle 
against inflation. 

m 6As to foreign aid, the Special Session of Congress 
wmhas broadly accomplished what it set out to do, by 
adopting the Administration’s emergency foreign aid 
program almost in full. As to inflation, results fell far 
short of expectation. There is no painless and at the 
m™same time effective way of combating inflation; but 
congressional action was colored by the obvious and 
immense effort to avoid taking any measure that 


fit, might “hurt.” Hence the inflationary measures that 


were finally adopted — the Republican anti-inflation 
bill — we fear will accomplish exactly nothing. More 
likely all that we shall see is some tinkering, but 
nothing that will have much effect on prices. 
| There has been a great deal of talk on voluntary 
action in the field of production and distribution of 
scarce materials to forestall return of allocations. The 
Administration started it; the Republicans took it 
up and finally incorporated it in their bill. But so far 
ho one has made it clear to industry what it would be 
expected to do under such voluntary agreements, 
hor has industry been asked what part it is ready to 
Play under such a program. Without further clari- 
fication, therefore, no appraisal of its likely effective- 
hess can be made. This column takes a dim view of it. 
It must of course not be ignored that foreign aid 
‘and inflation feed on each other, that there is a direct 
elationship between the extent of our aid abroad 
‘and the inflationary impact it will have. Together they 
Pose the real dilemma: A commitment to a multi- 


billion dollar European aid program which will add 
fuel to inflation, and congressional reluctance against 
reinstitution of firm economic controls. 

The public outcry against high prices is real and 
mounting. To cope with it, Congress in the end may 
either have to cut down foreign aid or swallow its 
distaste for controls. Neither, in any extreme meas- 
ure, seems very likely. Thus when Congress recon- 
venes, there will be more wrangling, perhaps some 
cutting down, here and there, of foreign aid figures 
but no great yielding to the need for more concrete 
regulatory measures. The end result? Inflation will 
continue, perhaps at a lesser rate than in recent 
months, but continue it wiil. Failure to act decisively 
will be in the nature of a decision by default. 


GOVERNMENT BOND PRICES .. . Federal Reserve 
Bank support levels for U.S. Government bonds were 
lowered abruptly and without warning last week, 
with the unsettling effects extending rapidly to all 
departments of the high-grade investment market. 
Federal Reserve support of U.S. bonds is part of the 
Government’s program of maintaining low interest 
rates. The decision to lower the support levels reflects 
the recent firming of interest rates, and the arti- 
ficiality of the former support levels in the light of 
this hardening in the money market. 

However, the changed policy means no retreat 
from the Treasury program of holding the basic in- 
terest rate on long term government securities at 
214%. But it will accentuate firming tendencies in 
interest rates on all types of securities and on loans 
by commercial banks to business and individuals. In 
other words, the cost of money is bound to rise 
quickly in the wake of the new U.S. bond support 
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levels, and corporations as well as State and local gov- 
ernments will find the cost of borrowing money 
noticeably higher from now on. Not only that, would- 
be borrowers will probably find that for a time at 
least, potential lenders may go slow until they have 
found some solid footing on the new “floor” created 
by the latest move. 

Some wonder, but we believe it erroneous to as- 
sume that the move is another step on the road to 
breaking par for government bonds at some time 
in the future. On the contrary, we think that future 
support will very forcefully prevent this very thing 
from happening. Whether the authorities will suc- 
ceed equally well in reducing the expansion of bank 
credit as an anti-inflationary measure is another 
matter. More likely they will have to rely on con- 
tinued heavy sales of short term government securi- 
ties and further debt retirement in the next six 
months as major credit brakes. 

The initial impact of the new policy is expected to 
liquidate a sizable amount of Government bonds that 
have been considered as overhanging the market 
during the last several weeks of uncertainty. These 
securities will be sold to the Federal Reserve Banks, 
creating cash in the form of bank deposits that are 
available for lending or new investments. It is offi- 
cially estimated that some $2 to $3 billion of Govern- 
ment bonds may be thus sold over the next several 
months; the direct effect—unles otherwise offset— 
would of course be definitely inflationary. 

Those uneasy about their portfolio holdings, in 
view of the sharp price declines that accompanied 
the lowering of the official support levels, may take 
heart in the official statement that the authorities 
will definitely not let government bonds go below 
par. The Federal Reserve Banks have established the 
point at which they will make their stand, and “take 
on all comers.” There is every reason to believe that 
the new support levels will be maintained more ag- 
gressively than the old. 

By and large, we think that the monetary authori- 
ties have been acting wisely in making at long last 
the necessary adjustments of their course to recent 
and current changes in the general interest level. 
The very artificiality that characterized the earlier 
support policy has now given way to a more practical 
course in line with the realities of the situation. 


AN IMPRACTICAL REPORT... The Second Annual 
Report of the President’s Council of Economie Ad- 
visers has recently made its appearance and by and 
large, this product of a year’s study of the Ameri- 
can economy at work has been highly disappointing. 
It included not only a routine departmental summary 
of its activity but also some sort of sermon on what 
it conceives the broad aims of national economic 
policy ought to be. 

Present-day conditions require a realistic facing 
of problems which involve all elements in our eco- 
nomic system. Instead we were treated to an excur- 
sion into highly theoretical thinking directed toward 
the future rather than the present, a long, rambling 
essay in which the authors have a good deal to say 
about what “maximum production” would be like in 
the kind of world they seemingly regard as ideal. 

Interestingly, the Report for example finds that 
“the inadequacy of the goal of mere jobs .. . has 
been demonstrated during the first year of operation 









of the Employment Act of 1946; for we were ast. 
ished to find, after the country had reached th 
idealized figure of sixty million jobs, that the vo 
ume of production was still disappointing.”’ Nowhe 
do we find in the Report a thorough exploration 
this subject, one that goes to the very heart of th 
controversial full employment concept and confusq 
in the minds of many the objective of full employ: 
ment with the full utilization of the nation’s pr 
sources. 
Overall, the Report seems to ask many more que 
tions than it answers. Its emphasis on the fact tha 
not full employment but full production is the ap. 
swer to inflation stands out, even if it fails to cary 
us very far into the question of how employment js 
to be maintained. The principal weakness is that th 
Report touches upon many problems but grapple 
with none. It asks, pointedly: Will our present eq 
nomic problems of inflation and high living costs 
solved merely by production, more production an 
still more production ?, only to come up with the confpractice 
clusion that “accelerated production . . . will nif Histo 
alone solve the problem of how to maintain a maxifern hin 
mum level of production.” astroph 
In short, little or no effort has been made in getffallen « 
ting economic thought down to the hard problemfanother 
with which we are confronted today. A good manjture ir 
of the conclusions appear to be rather more stronglfimen of 
tinged with the politics of the moment than evegwithout 
with pure economic theory. Much is subject to quesf In ou 
tion, and much is effective argument. But a reallfhave s 
practical approach is almost wholly lacking. fall of 7 
Fascis 
NEW PRODUCTION PEAK ... Industrial productiopof Rus 
hit a new postwar high when November outputf0fthe t 
according to the Federal Reserve Board, climbed t@disillusi 
192% of its 1935-39 average. October production hagsufferec 
equalled the previous postwar peak of 190% estabfpeople. 
lished last March, which was followed by four sucfler we 
cesisve months of decline before the trend was resought 
versed. tages f 
The new peak was reached despite a slightly lowepSimilar 
rate of steel production: Output of both durable anistored : 
non-durable goods expanded and mining as well agbeen i1 
retail trade contributed to the November increasefyears, : 
There have been gains in most machinery, transporfpeople - 
tation equipment and non-ferrous metal fabricatingmad w 
industries. A sharp rise in cotton textile productiogpower. 
accounted for a sizable part of the gain in soft goodg But 1 
output. Generally, among the various industry linesflution « 
there were few declines, and with scheduled stecfadvant: 
operations rising to new postwar peaks in Decembersian pe 
American business and industry is likely to enftwo g 
1947 at the very top of the postwar boom. standa 
All of which attests to the strength and vigor offlined 
the boom which late last Spring was thought tdlevel. / 
have reached a definite turning point. Nor can weountle 
discover, at this time, any weakening of the basipf sta 
forces that underlie it. Rather these are such as tqnillions 
provide sufficient momentum to carry business an@r ano 
industrial activity along at a high rate for perhapfamps . 
a good many months. While we doubt that our econfoterie 
omy is capable of any further marked gains on th@ure fo 
upside, we equally doubt that any marked decline if Only 
an early prospect. More likely we shall be coastingoss of 
along on a fairly high plateau as we have don§ This 
throughout 1947, with relatively minor dips anffoist uj 
advances characteristic of dynamic stability. * in 
ating: 
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carry In the struggle of mankind for security and 
ent ifthe leisure to enjoy life, men have since primitive 
at thfdays selected leaders and various forms of govern- 


applapment for the purpose of securing an equitable distri- 
t ecfbution of goods—and to formulate laws that would 
sts Myact-as a brake on the weaknesses of human 


nature—the greed, the ambitions, and the nefarious 

e conppractices resulting therefrom. 

ll nif History speaks eloquently of man’s failure to gov- 

maxifern himself, and the cat- 
astrophies that have be- 

n geffallen one people after 

blemfanother, because adven- 
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“INTERESTING 


As g See GL | By CHARLES BENEDICT 


THIS TOPSY TURVY WORLD 


It has been clear for at least 30 years that the 
Soviet system is destructive economically. This is 
borne out by the efforts of their army of occupation 
to reduce the standard of living of the people in the 
countries they occupy, so as to place them on a level 
with the folks at home. 

The same is true of its boasted culture—for its art, 
literature, music — rest on accomplishments of by- 
gone days. “Following the party line” has not pro- 
duced or inspired creative 
powers nor can it. 

There is great insin- 
cerity and hypocrisy, too, 


OBSERVATION” 





manjture in power attracts 
‘onghpmen of wit — with and 
- evemwithout character. 
ques In our own lifetime we 
reallphave seen the rise and 
fall of Nazi Germany—of 
Fascist Italy. Only Stalin 
uctiogof Russia still remains. 
utputpof the three, the greatest 
ed tiidisillusionment has been 
yn hagsuffered by the Russian 
estabfpeople. Monstrous as Hit- 
r sucfer was, he at least 
as resought greater advan- 
tages for the Germans. 
lowepsimilarly, Mussolini re- 
le angstored an Italy which had 
ell agbeen in ruins for 2000 
reasefyears, and revitalized its 
isporspeople — before he went 
catingmad with the lust for 
uctiompower. 
goodg But the Russian Revo- 
linesflution did not bring any 
steeadvantages to the Rus- 
mberfian people. Instead, for 
> enftwo generations their 
standard of living de- 
ror dflined to a subsistence 
ht tqlevel. And, under Stalin, 
in weountless numbers died 
basipf starvation — while 
as tqnillions of men and women have, under one pretext 
s anfr another, been worked to death in slave labor 
rhapfamps — a robot army laboring for Stalin and his 
econgoterie to enable them to carry on their great adven- 
yn th#ure for world power. 
line if Only in the Dark Ages have Europeans known such 
astingoss of human dignity and freedom! 
dong This then is the system the Soviet Union seeks to 
; an@oist upon the rest of the peoples of the earth. And 
et, in this topsy turvy world, men are seriously de- 
hating about the alleged advantages of this Russian 
loctrine as compared with the system of free 
1947 Enterprise! 
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as far as the literacy of 
the Russian people is con- 
cerned, for its purpose is 
a more ready absorption 
of government propagan- 
da. As the world well 
knows, the Russian peo- 
ple have been forbidden 
to read or seek to learn 
what is going on outside 
of the U.S.S.R. 

And because __ these 
facts are so well known, 
one is led to believe that 
only a similar lust for 
power attracts a “5th col- 
umn” to the Soviet sys- 
tem. 

This, then, is the great 
danger which confronts 
the people of the United 
States in the _ period 
ahead — for 1948 will be 
a year of decision. A year 
that will call for vigilance 
of the first order to meet 
the pressure which will 
come from the unthink- 
ing, the impractical ideal- 
ists, who will unwittingly 
play into the hands of the 
subversive elements — 
and the political expediencies of an election year. 
By one means or another, politicians will seek to put 
the halter on us, so that we must make every effort 
to prevent the power of free choice from leaving our 
hands, nor must we grant dictatorial powers to any 
individual or group of individuals. 

At home and abroad, to meet the economic and 
political onslaught with which Russia intends to con- 
tinue her struggle against the United States, we need 
sound and intelligent leadership in industry and in 
every important phase of civic and economic life. For, 
as we know, rule by politicians has been a notorious 
failure throughout the (Please turn to page 380) 
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Market Outlook As 


The market should be extending its seasonal 
rally when you read this, if it is going to. 
Whether it does or not, we think that medium 


term prospects, as well as 1948 potentials, are 


We Enter New Year 


sufficiently doubtful to call for continuing cau- 


tion in investment policy. As for some time past, 
we recommend holding about 50% reserves in 


average investment accounts. 


"ee Sit By A. T. MILLER 


>) an a new year, this discussion of the stock 
market will deal first with short term indications; 
second, with medium term prospects; and, third, will 
offer some necessarily tentative opinions on the po- 
tentialities of 1948 as a whole. 
Regarding the short term, we have had, since the 
December 6 reaction low, a fairly normal year-end 
rally, which may or may not have been completed 
within the week ended December 27, It has exceeded 
seasonal proportions only in railroad stocks, certain 
oils and steels and a minority of miscellaneous indus- 
trials. A great many issues have lagged so far, ‘in- 
cluding a large proportion of those which had been 
under particularly heavy tax-selling pressure. Time 
is running out on these. If they do not develop 
strength within the first week of January, with tax 
operations out of the way, the seasonal factor can be 
written off. It is doubtful, moreover, that a general 
year-end rally can be carried much further without 
greater participation by a reasonable proportion of 


the eons which had lagged up to the end of last 
week. 

No particular trend significance can ever be read 
into a year-end rise, especially in a bear market ora 
trading-range market — this one certainly has not 
provided the earmarks of a bull market—unless it 
exceeds the usual seasonal proportions by surpassing 
significant previous recovery highs in the averages, 
or unless it is a pretty glaring “flop.” Neither has 
been so of this one, up to the present writing. At its 
high to date, made December 23, the Dow-Jones rail 
average had risen 11.2% from its early-December 
low; and had surpassed both its October and July rally 
highs by a small, but definite, margin. However, it did 
not top its previous 1947 high, made last February. 
The rally high to date in the industrial average was 
made December 20, with the gain from the December 
6 low only about 3%, and leaving the average over 4 
points under its October high and nearly 6 points 
under the July high, which was the 1947 top. 
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The Indications To Watch 


In the two trading sessions immedi- 
320 ately following Christmas the list sold 
310 off. Although the decline was small, it 
was about as much as could be techni- 
cally justified so close to the year-end. 
Hence, we reason that the rise should 
280 be under way again by the time you 
270 read this, if it is going to be extended 
260 at all. Poor action in the forepart of 
January would probably foreshadow a 
decline of some proportions. Assuming 
there is some additional rise, the odds 
230 are that it will be of rather brief dura- 
tion if the industrial average fails to 
follow the rails through its October and 
July highs. In short, only penetration 
of the 187 level by the industrial aver- 
age, and 54 by the rails, could have in- 
ferentially bullish trend significance on 
technical grounds; and even if that 





300 
290 


250 


technical reasons for questioning 
whether it should be taken as a true 
bull-market “signal,” as we shall see 
further along in this analysis. 

We do not think that the chances are 
good for a joint rise to new recovery 
highs by the industrials and rails over 
the near term. Should it nevertheless 
come to pass, we do not think the 
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beyond the 190-192 area of 
the industrial average. The 
reasons underlying these 
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opinions — aside from the 
continuing dubious action of 
our Support Indicator and 





the recent sluggish behavior 
of our weekly indexes of both 
High-Price and Low-Price 








stocks —- seem substantial 
enough to dictate caution not 
alone on a short term view 
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but also for the medium term. Wh 
During the fourth quarter 














of 1947 the stock market had 





YEARLY RANGE 
DOW-JONES INDUSTRIALS 


1936 — 1945 


about as much “good news” 
to feed on as any investor or 
speculator could reasonably 
ask. This period saw indus- 
trial production, after a mild 
summer let-down, swing back 
up to virtual capacity levels 
again. It saw retail trade 
reach a new all-time peak in 
dolar volume. It saw total 
corporate earnings main- 
tained near peak levels, on 
an annual basis in the vicin- 
ity of $17 billion. It saw the 
largest year-end dividend 
declarations in many a year. 
Finally—whether or not this 
is lasting—it saw the trend 
begin to turn against the 
Communists in Western Eur- 
ope (and elsewhere), to- 
gether with at least some im- 
provement in the British eco- 
nomic situation. Yet the 
market was unable to capi- 
talize significantly on that 
highly favorable environ- 
ment. 

Taken by itself, the market pattern of these recent 
months would not be disturbing; but taken in rela- 
tion to the environment, it has not been good, as we 
see it. A very real doubt is raised whether it can re- 
spond dynamically even if general business activity 
remains at a high level for some time to come, as 
May or may not be possible. On balance, with the 
exception of dividend news and the possible exception 
of retail trade — in which unit volume is progres- 
sively reflecting the adverse effect of high prices—the 
1948 first quarter environment may be nearly as bull- 
ish as was that of the fourth quarter of the old year; 
but it appears as nearly certain as anything can be 
that it will not give the market more to feed on than 
it has had in the recent past. It is our tentative view 
that this may also be true of the first half year, and 
of the full year. 


DOW-JONES RAILS 


Earnings Outlook 


Even should economic activity hold at the present 
record level throughout 1948, total corporate earn- 
ings probably would be moderately lower than for 
1947, due to higher costs and the increasing difficulty 
of passing them along in higher prices; while aggre- 
gate dividends would about equal 1947. That is the 
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best possibility, and, judging by what we have seen 
of market action to date, it must be questioned 
whether it is enough to induce a sustained advance. 
The widely held expectation of a recession — even 
though it is not geared to any specific quarter of 
1948 (or even 1949)—seems to be a restraining fac- 
tor, bringing in selling on every trading-range rise. 
We have cited the best possibility for economic 
activity, earnings and dividends in 1948; but there 
are alternatives. High as it is, the consuming demand 
of the general public is not nearly enough to keep 
production at the present level; and this demand, 
judging by retail trade, is gradually shrinking in 
physical volume. This would have to translate before 
long into a lower physical volume of production, 
were it not for three extraordinary business stimu- 
lants. These are high exports, inventory accumula- 
tion and record outlays for new plant and equipment. 
Since it is improbable that Congress will vote as 
much money for the Marshall plan as the Administra- 
tion seeks, and since the decision will not be hurried, 
we think 1948 exports probably will be somewhat 
under the 1947 total; and for the first half year they 
probably will be rather sharply under year-ago 
figures. It is open to question whether inventory ex- 
pansion will continue at the recent pace, since there 


333 








has already been another veering to the cautious 
side by retailers and wholesalers, which might influ- 
ence manufacturers, at least in soft-goods lines. 
Finally, because of completion of some plant expan- 
sion programs and because of high costs and finan- 
cing difficulties affecting others, it is unlikely that 
the total outlay in 1948 will equal 1947 and quite pos- 
sible that it will be significantly lower by the second 
quarter. 


The Inflation Factor 


What about inflation? We have had a very large 
price rise since the end of OPA. The market has not 
responded bullishly to it. Therefore it is improbable 
that it would respond to a further price rise, espe- 
cially since it most likely will be quite moderate as 
compared with that already experienced and since 
it may well be the “last gasp.” We say it may be the 
last — it cannot be at all certain — because grains 
have spearheaded the rise in recent months, and they 
look toppy to us, at least in a medium term sense. As 
for credit inflation, the monetary authorities are 
gradually putting on the brakes and the banks, by 
and large, are getting more cautious. The peak of 
the commercial loan spiral seems likely before the 
end of 1948. At least for the first quarter, some de- 
gree of contraction in the total money supply can be 
anticipated, in view of Federal debt retirement out 
of the proceeds of the heavy January-March income 
tax collections, and of the seasonal shrinkage in bank 
loan demand during this period. 

We face the usual political uncertainties of a Presi- 
dential election year, with even the beginning of 
clarification unlikely before next summer. Meanwhile, 
with a “moderate” Marshall Plan already allowed for 
in stock market thinking, the most pleasant possi- 
bility out of Washington would be a tax cut. This 
might conceivably be a market factor, but it is pres- 
ently nebulous in timing, type and degree. It will 
hardly be nearly as much as Representative Knut- 
son’s bill calls for. 

There has never been an inflationary boom which 
tapered off gradually, with painless adjustments, 
leaving everybody happy and confident. Maybe some- 


thing new under the sun is possible in this respect, 
but it does not seem prudent to bank on it. There jg 
more reason to think that a recession, whenever jf 
starts, will develop momentum quickly; and that, be: 
cause break-even points are mostly far above prewar, 
it will take a heavy toll of corporate earnings. Thig 
threat may or may not have been fully allowed for at’ 
the bear-market lows of last May. We do not think 
it is allowed for in present market prices. 

The nearer you get to “pure investment” — that 
is, to securities dominated by yield and money. 
market considerations — the less impressive is the 
recent evidence. Long term Government bonds would 
be under par except for official support (pegging) 
just above it. Corporate bonds, after a substantial 
shake-down, have shown no significant rallying 
power. The same is true of preferred stocks, bank 
stocks and operating utility equities. These are not 


bull-market manifestations, and they still will not be 


even if both Dow averages pleasantly surprise us by 
going to new recovery highs. 


Downside Market Test Likely 


We think a downside market test is likely within 
the first quarter, possibly fairly early in it. We think 
a test of the May bear market lows must be allowed 
for somewhere in the months ahead, although it is 
premature to do any guessing as to which quarter it 
might come in or whether those lows will hold. Put- 
ting the worst light on it, we think it probable that 
at those lows something like two-thirds of the entire 


bear market had been seen. Finally, we think that, iw 





should the long-heralded recession amount to much ji 


before the end of 1948, an outstanding buying oppor- 
tunity may well be provided in the stock market 
within the second half year, even possibly somewhat 
sooner. Investors who agree with this general view 
should scale down holdings now, or on moderately 
higher near term prices, if they develop, concentrat- 
ing on more speculative isues. This applies to those 
who have not established the 50% reserve position 
we have been recommending for some time. We see 
no need for larger reserves than that at present. 

(Please turn to page 380) 











































































The Magazine of Wall Street Group Indexes hi 

Dec. 31, Dec. 27, Fe Dec. 31, 7 27, %, 

1946 1947 Change 1946 1947 Change 

Agricultural Impl t =. 968 207.6 +28.3%, Investment Trusts . . 58:8 58.2 — 10% 
Aircraft (1927 Close—100),..... «157.1 135.3 —13.8 Liquor (1927 Close—100)-. Peet 5s oe 764.6 —18.1 
Air Lines (1934 Close—100)_....-- 5576.9 433.3 —25.0 Machinery —.... ie . 148.0 154.4 + 43 
A t 143.3 88.7 —38.0 Mail Order ...... ee . 268 99.5 —18.3 
Automobile Accessories Set.) ee 200.3 — 1.3 Meat Packing = WeZz9 106.7 + 3.7 
Automobiles 35.3 38.5 +b: 94 Metals, Non-Ferrous .. oeccntnints, AOILD 159.7 —15.0 
Baking (1926 Close—100)..0.. 23.1 17.8 —23.0 RENO a ee 41.4 + 4.5 
Business Machines _.__. ae ST 251.7 —12.2 Petroleum .. ne : . 182.6 230.9 +26.4 
Bus Lines eed Close—100)... ns LS 148.7 — 7.9 Public Utilities .. . 128.8 101.2 —21.5 
Chemicals _. AAS csc, | ee 239.5 + 2.0 Radio ts. 3. : ea PEE 20.3 Teer 
Cool Mining — ee eS |; 15.3 —14,5 Railroad Equipment wa. ‘IhO 59.4 —16.3 
tion _..... . 54.6 45.2 —17.2 Railroads _......... . whe 22.1 — 8.7 
eee a Soe neh eee | 63.3 — 15 Realty _.. Atacand ees eh tee 22.4 —12.5 
Containers ....... JL ecteen a 309.6 — 8.8 Shipbuilding . vee i rac 113.0 + 5.6 
Copper and Brass... ih) hoe De 100.5 — 8.8 Soft Drinks ........ ee 511.6 + 6.0 
Dairy Products 28 SPS 54.9 —21.1 Steel and Iron. epee aa 111.0 — 9 
Department ekg 60.2 —21.2 1 a ee coc iah sok oon ee 50.2 —26.4 
Drugs and Toilet Articles... on REO 171.5 —22.3 Sulphur __..... Set aoc WAABEN 238.7 — 1.8 
Finance een beh eee 214.0 —13.7 Textiles ears 132.8 140.7 + 6.0 
Food Brands .. MOON TCE | | 166.8 —10.0 Tire and Rubber... = 37.3 31.3 —16.1 
Food Stores 72.9 69.0 — 5.4 Uo Sth cee>, MRM 67.5 —19.9 
Furniture ‘ . 87.6 77.9 —iil Variety Stores .. eiertecc,, OMe 319.8 5 me 
moe eng 706.4 — 75 Unclassified .. eae ATA 100.5 +15.0 
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trat- Few Year 1948, the third after termination over details of the Marshall plan, especially as to 
hose | of World War II, finds the United States in one of the amount of aid to be granted and the possible 
‘tion | the most amazing positions of any nation in world need for Federal controls to make the program work- 
. see | history. Never before have standards of living and able on the home front, it apears definite that our 
‘ent, | consumer income to support them soared to such 1948 exports are going to remain on a very high 
380) | heights. Entirely spared from the ravages of war level, hence continuing the strain upon our natural 
by two ocean barriers and favored by immense natu- resources, price elements and productive capacity. 
—— | ral resources, our Land of Freedom is enjoying a Where the shoe will pinch most is where goods and 








degree of prosperity that provides valid hope for the commodities shipped abroad are in short supply in 

struggling countries of Europe. relation to our domestic demand. For this reason it 
‘ae This picture of strength and well-being has been is constructive to examine our resources most likely 
age tempered by a realization that unless we give hand to feel the strain under existing world conditions. 
0% on a colossal scale to 16 hard-pressed nations over- 
r seas, we may face eventual disaster at home. Just Soil Resources 
3 how safely and sensibly it will be possible to imple- 
: ment the program forced upon us has become a __ Few persons realize that our 140 million popula- 
0 major test of our economic and political intelligence. tion derives all of its food, practically all of its cloth- 
5 Regardless of the esential gamble involved, however, ing, most of its shelter and many other items from 
4 we are well nigh unanimous in accepting the chal- about one billion acres of arable land. Considering 
; lenge to restore worldwide peace and prosperity, that the other 85% of the world’s population have 
3 despite possible hardships involved. only about 3 billion acres of immediately arable soil 
7 Fortunately enough, the huge masses of statistical to supply their basic essentials, the United States is 
5 evidence assembled over a number of months by indeed fortunate. Because of the high calory content 
; Government bureaus, by on-the-spot Congressional of wheat, this cereal has traditionally been the main- 
9 Committees visiting Europe and by presidentially stay of all peoples to provide them with the strength 
4 appointed groups, combine to give a pretty fair pic- required to carry on their lifetime activities. In a 
8 ture of both sides of the big problem. Boiled down good crop year like 1947, our farmers produce 1.41 
: to a factual basis, it is clearer now what each of the billion bushels of wheat or far in excess of our 
, foreign nations may require to achieve economic domestic requirements, as shown by shipments of 
) stability through aid in the form of food, clothing, 400 million bushels for export last year without 
) machinery, fuel and credit from the outside world. deprivation to our own householders. Since in terms 
ail While politicians may wrangle for months to come of tonnage this represented more than half of the 
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19 million tons of all foods shipped abroad last year, 
the importance of this crop in the world picture is 
obvious, and its position is permanent regardless of 
the value of corn, meat and other foodstuffs. 

What is worrying the soil experts, though, is that 
through soil erosion and leeching, about 8.5 million 
tons of nitrogen, nearly 3 million tons of phosphorus 
and 35 million tons of potassium are lost by Ameri- 
can farmers. Through lack of proper soil conserva- 
tion it is estimated that about 50 million acres of 
farm land have been ruined and that another 100 
mililon acres have been more or less damaged. As 
similar conditions abroad are hampering normal 
production of food supplies, it is clear that supplies 
of nitrogen have become the key to our own agri- 
cultural sufficiency as well as that of Europe. In time 
the ample supplies of potash and phosphates in 
Europe and the Middle East can alleviate matters, 
but though our own production of nitrogen has 
tripled sinec the beginning of the war, it is evident 
that our capacity for producing fertilizers must be 
greatly increased to avoid serious trouble. 


Iron Ore and Coal 


Next to food, steel occupies the major spot in the 
world economy. In scanning this item we find the 
United States producing more than all the rest of 
the world combined, and during the next two years 
this industry will experience further growth. To 
turn out approximately 90 milion tons of steel last 
year, though, required extraction from the mines of 
142 million tons of high grade ore and the supply of 
this mineral is far from inexhaustible. Of the origi- 
nal 2.5 billion tons of this material in the Messabi 
Range open pits, it is estimated that scarcely 40% 
now remains, or not more than a ten years supply. 

Pessimists on this score, however, overlook the 
tremendous deposits of lower grade ore that exist 
throughout the country, much of which is fully as 
good as that utilized by European countries right 
along. Furthermore there are large reserves of high 
grade ores in Labrador and Canada that are as yet 





Messabi Iron Range, our most valuable source of highgrade iron ore 
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untapped. Higher production costs for steel rather 
than scant ore supplies are likely to create problems 
ahead, but it appears indubitable that the United 
States will continue to lead the world in steel pro. 
duction for at least a century to come. 

In war and peace, the virtually inexhaustible sup. 
plies of soft coal in the United States have been of 
enormous value, and will continue so indefinitely. Our 
supplies of anthracite are more limited, but at that 
should last for a hundred years or more. Normally 
the United States produces about.a third of all coal 
mined throughout the world. An abundant supply 
for all our factories, railroads, utilities and homes ig 


soundly assured for years to come. Were it not for 


a shortage of open coal cars, we could comfortably 
supply most of the current fuel needs of England 
and the continent, thus solving one of their most 
urgent problems in undertaking economic recovery, 

How to get the coal to the seaboard for overseas 
shipment, without hindering our domestic industrial 
activities, is going to be a hard nut to crack. Perhaps 
the most encouraging aspect of our coal supplies is 
that beyond any doubt they can be eventually uti- 
lized to supplement or supplant the use of petroleum 
products and gases by conversion into these identical 
items. If our supplies of crude oil should dwindle 
later on or fall short of requirefents, coal can cer- 
tainly step into the breach and carry on. 


Oil Resources 


Almost a century after the discovery of the first 
oil well in the United States, we find domestic con- 
sumption running at the prodigious rate of about 
1.75 billion barrels annually under peacetime condi- 
tions, compared with 2.75 billion for the entire world. 
As matters stand, the record daily output of around 

.2 million barrels of crude oil from our domestic 
wells barely suffices to meet current demand for the 
numerous petroleum products needed. As proven re- 
serves of crude are estimated at only 20 billion bar- 
rels in the United States, and the discovery of new 
fields has slowed down, there is some ground for 

anxiety over how long the supply will hold 
' out. 

Against this, though, are potentials for 
extracting gasoline and other petroleum prod- 
ucts from oil shales, of which we have an 
enormous supply, as well as from coal. Then 
again, many of our largest oil concerns have 
large stakes in Venezuela, other Latin-Ameri- 
can countries, and above all in the Middle 
East where it is thought that the world’s 
largest oil deposits are located. On balance, 
it sems certain that in developing an economy 
so closely dependent upon petroleum, we have 
made no mistake, and that in the foreseeable 
future we can feel assured of a satisfactory 
supply. 

Though our reliance upon adequate quanti- 
ties of food, steel, coal and oil is soundly 
warranted by the foregoing appraisals, it is 
true that our supplies of copper, lead, and 
many other important materials are more 
limited. If the terror and strain of another 
war ever threatens our national survival, we 
are determined not to be caught lacking ade- 
quate supplies to provide the sinews of mili- 
tary production. For this reason, the Govern- 
ment plan to build up a $5 billion stockpile 
of scarce items has (Please turn to page 378) 
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1948 


selves in the opening stages of a third 
round of wage increases. It seems un- 
likely that living costs can be lowered 
before the time arrives for manage- 
ment and labor to agree on 1948 con- 
tracts in basic industries. A new series 
of wage increases, it is fairly cer- 
tain, will boost prices once more, 
and it is more than doubtful that 
wages can be raised with a mini- 
mum inflationary impact all- 
around, though labor would like 
to have us think so. Much more 
likely, a full “third round” 
coupled with another wage-price 
spiral is apt to have serious con- 
sequences. Labor realizes this, 
and in an effort to escape responsi- 
bility is concentrating its attacks on 
corporate profits, anent which there 
has been a good deal of fallacious 
thinking. 





Strikes Unpopular 


Peculiarly enough, nobody wants 
strikes this year, least of all the rank 
and file of organized labor; their hope 





is that a third round can be accom- 
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soaring further. While there is hope 








By E. A. KRAUSS 


. 5 many ways, 1948 promises to be a decisive 
year, for business, for industry, for all of us. We are 
well aware of the basic forces shaping the condition 
of our economy in the new year. They are such as to 
provide at present sufficient momentum to carry busi- 
ness activity along at a high rate for at least several 
months. But beyond that the picture is less certain. 

Perhaps foremost in the minds of many is the ques- 
tion: Will our boom end this year, and what will stop 
it? The answer is not simple nor is, indeed, a definite 
answer possible at this time in view of the many 
imponderables that enter the situation. But by exam- 
ining the important factors to watch, we can at least 
get an idea of the potentialities that may lie ahead. 


Price Trend Is Key Factor 


It is no exaggeration to state that the further 
trend of prices constitutes not only our central prob- 
lem but holds the key to the future economic trend. 
Our price structure, as we know, is highly distorted 
and further price inflation looms ominously ahead. 
Yet when it comes to halting inflation, we have had 
so far at least, a lot of talk and very little action. 
Apparently the conflict of interests is too great to 
warrant the hope that anything effective will be 
done. The outlook now is that at best we shall live in 
a state of repressed inflation with a mixture of poli- 
cies at once inflationary and deflationary. The conse- 
quences will be more inflation, though perhaps at a 
slower rate than during the last half hour of 1947. 

Because this is a very real prospect, we find our- 
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of keeping the new wage demands 
within more moderate bounds, there 
is by no means any guarantee that this 
can be done. The third round of the wage battle is only 
unfolding. While the clothing workers, the textile 
workers, the shipyard workers and others have al- 
ready secured wage hikes ranging between 10% and 
15%, we still have to see what will be done in such 
basic industries as steel, coal, the automobile and 
electrical industries which usually have been setting 
the pace. With the pressure on food prices continuing 
unabated, a full wage-price spiral appears more likely 
than not, and no “anti-inflation” program will change 
this prospect. 

Labor strategy, in attacking high corporate profits 
and proposing that any future wage increases should 
be absorbed by industry, follows the argument that 
corporate profits are high and industry can well af- 
ford higher wages without raising selling prices. This 
may be true in some cases but to generalize it means 
treading upon dangerous ground. It blithely ignores 
the basic facts on profits, the dangerous chain reac- 
tion that inevitably will ensue if the course advocated 
were followed. 

Labor accusingly points to the fact that industry 
earned some $12.5 billion after taxes in 1946 and will 
net some $16.5 billion in 1947, compared with only 
$5 billion in 1939 and $8.4 billion in 1929. It forgets 
to add that this is due to the tremendous rise in sales, 
from $120.8 billion in 1939 to $245 billion in 1946 and 
an even higher figure in 1947, and that in order to 
produce at such record levels, industry had to spend 
heavily for added facilities. 

It further ignores that the tremendous volume in- 
crease, in terms of sales dollars, has been in no small 
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measure due to price inflation. Profits are bound to 
swell with larger volume, but out of the increased 
profits must come the funds to build and acquire the 
productive facilities needed to meet the demand for 
goods. Their cost has risen tremendously, and post- 
war industrial expansion is by no means completed. 
The profit dollar of a corporation buys no more than 
the worker’s wage dollar. It, too, has depreciated in 
purchasing power. 

When prices go up as they have done, corporate 
assets consisting of money or claims to money depre- 
ciate correspondingly. While other assets such as in- 
ventories may show potential appreciation in dollar 
value, they do so only until they are sold. Subsequent 
replacement leads to progressive depletion of cash 
resources and, sooner or later, to a capital pinch. 
More dollars will be needed merely to maintain for- 
mer physical volume; unless it is forthcoming, vol- 
ume in time will have to be severely curtailed. 


Capital Needs Must Be Supplied 


This process has been reflected by the mounting 
capital needs of business and industry. These are 
now at record levels, and unless they are supplied, 
present business activity cannot be maintained. Busi- 
ness customarily finances a large part of its capital 
need from its own resources. To curtail corporate 
profits unduly by forcing it to absorb higher wages 
would mean depriving business of this most desirable 
source of capital—retained earnings, and would be a 
distinct blow not only to business but to our entire 
economy. Moreover, when business finds that the cost 
of expansion becomes too high in relation to prospec- 
tive markets and earnings, and when it has gone as 
far as it prudently can in incurring debt in relation 
to capitalization, expansion will halt and with it will 
come a downtrend in the capital goods industries, a 
development that is bound to have immediate conse- 
quences. 

The activity in the capital goods industries is the 
backbone of our postwar boom. Directly and indi- 
rectly it determines a large part of employment and 
consumer income. A trend reversal in this field may 
fairly quickly be followed by a widening slump in 
consumer expenditures. It is in the capital goods sec- 
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tor, then, where the onset of a recessive tendency 
must be watched for. 

So far, capital goods activity is still strong. We still 
need more automobiles, houses, machinery, pipe 
lines, rolling stock and numerous other durables, to- 
gether with the steel necessary to produce them, 
While shortages in most consumer goods industries 
are pretty well made up by now, the tremendous eco- 
nomic stimulus stemming from capital goods demand 
for expansion has not yet run its course. Corporate 
profits may be high, but they are needed to sustain 
industrial expansion, one of the basic pillars of our 
present prosperity. Anything that weakens this pil- 
lar also weakens, if not kills our prosperity. If busi- 
ness profits are undermined in a big way, industry 
will find itself in the same position as the railroads: 
Heavy volume but insufficient profits to carry on. 


Importance Of Business Spending 


To appreciate the situation, it is well to analyze 
the importance of busines spending. Last year, gross 
private domestic investment came to over $30 billion 
compared with a total gross national product of about 
$235 billion. Of the former, almost $11 billion went 
for new construction and some $18 billion for new 
equipment. By comparison, the foreign trade factor 
so much publicized recently shapes up far less im- 
pressively. Net foreign investment, that is the excess 
of exports over imports, amounted to only $7.7 bil- 
lion. As long as business spending keeps at the cur- 
rent rate or near it, it is reasonable to assume that 
there cannot be any marked recession and that we 
shall be able to ride out any minor adjustments— 
such as in the consumer goods industries — fairly 
easily. But if business spending declines, or rather if 
business is forced to curtail spending because of 
shrinking profits, it would be a distinct danger signal. 

The overriding question is: Can business continue 
to finance its postwar expansion? Corporations have 
already dug deeply into their cash reserves and even 
at the current rate of profits, few can plow back earn- 
ings fast enough and in sufficient amounts to support 
the present rate of growth. Any future curtailment 
of their profits by absorption of third round wage 
increases—as suggested by labor—will decidedly ag- 
gravate their problem. Most companies will need out- 
side financing but, to make things worse, new stock 
issues are hard to sell in today’s market. This being 
so, reliance on retained earnings becomes even more 
important despite the fact that such self-financing 
is rendered difficult by tax policies towards undis- 
tributed profits, by high corporate taxes which take 
a handsome proportion of earnings, and by the drop 
in the purchasing power of depreciation allowances. 
Thus for many companies, finding enough capital to 
keep things humming in 1948 will be a key problem 
just as it was no small problem in 1947. 


Biggest Source—Retained Earnings 


In that year the biggest single source of new 
money for business was retained earnings, the earn- 
ings that labor wants to be used for absorption of 
third round wage increases. Undistributed profits of 
corporations, according to official estimates, in 1947 
have been running at an annual rate of some $12 bil- 
lion. Additionally, depreciation and other adjust- 
ments were providing funds at an annual rate of 
another $12 billion. Altogether, this made available 
to business, from internal sources, some $24 billion 
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*—Second Quarter Seasonally Adjusted a ever Rates. 
Source: Survey of Current Business. 





Long Term Record of Corporate Profits 
(In Million Dollars) 


1939 1940 1941 1942 1943 1944 1945 1946 1947* 

Corporate profits and inventory valuation adjustment... . $ 5,753 $ 9,177 $14,615 $19,824 $23,692 $23,486 $19,689 $16,451 $23,300 
Corporate profits before tax om 6,467 9,325 17,232 21,098 24,516 23,841 20,222 21,140 27,400 
Corporate profits tax —— inane 1,462 2,878 7,846 11,665 14,153 13,913 11,283 8,60! 10,800 
Corporate profits after tax... 5,005 6,447 9,386 9,433 10,363 9,928 8,939 12,539 16,600 
Dividends ......... ne 3,796 4,049 4,465 4,297 4,477 4,689 4,765 5,614 eee 
Undistributed profits .. Lies 1,209 2,398 4,921 5,136 5,886 5,239 4,174 6,925 a 

Inventory valuation adjustment_____... —714 —148 —2,617 —1,274 —824 —355 -—533 —4,689 —4,‘00 
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compared with annual business spending of some $30 
billion, leaving the difference of $6 billion to be 
financed through outside sources. Actually, in 1947, 
less than $4 billion were raised through “new money” 
security issues which explains why business had to 
go in heavily for bank borrowing. 

The picture is likely to grow even less favorable 
this year when corporate earnings will no longer be 
swollen—as they were in 1947—by huge windfall 
inventory profits. If business spending continues at 
last year’s rate, the gap between such outlays and 
retained earnings is likely to widen, with correspond- 
ingly greater dependence of business on outside 
financing. Yet outside financing, at this time, appears 
far more difficult to accomplish than in former 
months; terms have been stiffening even for good 
risks and banks as well as investment bankers are 
getting increasingly cautious. 


Expansion Plans Jeopardized 


The long and short of it is that some expansion 
plans will undoubtedly have to be shelved; if the 
practice, under pressure of necesity, becomes more 
widespread, the impact on our overall economy can 
readily be imagined. As expansion slows, so will 
activity in the capital goods industries, and so will 
overall employment and national income. In other 
words, it may mean a definite turning point. 

The need for new production facilities, however, 
continues great and urgent. After fifteen years of 
under-construction and under-maintenance of plants, 
there is a great void that must be filled if industry is 
to supply the goods required for ever-widening 
markets and if, indeed, we want 


with financial obligations—through borowing—that 
may prove highly embarrassing later on. 

If, however, business expansion is halted or se- 
verely curtailed by lack of adequate capital, whether 
of internal or external origin, it would mean in the 
long run a slowing down of production and less em- 
ployment, lower standards of living, and for a time 
at least in our present environment—more inflation 
in areas where demand-supply balance has not yet 
been achieved. 

It is the threat of a capital shortage that furnishes 
one of the principal arguments in favor of tax reduc- 
tion. Present high taxes have dried up an important 
source of investment funds and the fear is that until 
the tax burden is lightened, we may experience a 
continued shortage of venture capital. This is another 
economic fact that may be brought home to us with 
greater emphasis in 1948. Any capital shortage 
would be, of course, immensely intensified if busi- 
ness were forced to absorb cost and wage increases 
without compensatory price increases. In such a case, 
prospective corporate returns would even less attract 
new investment essential to industrial progress. 


The Factor Of Consumer Spending 


We have, in the foregoing, demonstrated the im- 
portance of business spending to maintain prosperity 
and the threat to it inherent in any undermining of 
corporate profits. What about consumer spending, the - 
other pillar of our economy? 

As far as public purchasing power is concerned, 
individuals whose incomes have lagged are undoubt- 
edly being pinched more (Please turn to page 376) 





to beat inflation by ever greater 
production. To the vast demand 
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the war must be added the re- 
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GOLD and 
SILVER 


By JOHN DANA 





Cs continues to glitter in the headlines. 
Such is its importance in the complex interplay of 
economic forces that it simply refuses to stay put. 
Despite measures of many governments to minimize 
its role, it remains never long absent from the eco- 
nomic debate that concerns itself with the solution of 
the world’s manifold postwar difficulties. 

For a time, the fantastic premiums paid for gold 
in many parts of the world excited speculative im- 
aginations. Only last summer, we were subjected toa 
barrage of rumors that the American price of gold 
was to be raised from $35 to $50 an ounce, presum- 
ably to meet the “world shortage” of the metal. In 
September, British Foreign Secretary Bevin wanted 
us to “redistribute the Fort Knox gold” as a means 
of “increasing the purchasing power of the devastated 
areas of the world.” 


Denial Of Gold Rumors 


The rumors that our gold price was to be raised 
were promptly and emphatically denied by respon- 
sible Government officials, and the International 
Monetary Fund strongly deprecated the increasing 
international traffic in gold at premium prices. Yet 
gold price rumors keep reappearing, and gold con- 
tinues to sell at premium prices in the world markets. 
But while so far, gold has principally been a problem 
abroad, we now find it also entering our domestic 
calculations. 

The U.S. has become the focal point of attraction 
for the world’s gold and its steadily mounting influx 
is quite embarrassing. The prospect of our becoming 
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Gold mining, including placer operations shown above, is 
feeling the squeeze between rising costs and a rigid selling 
price. Yet prospects for a higher gold price remain dim. 


the recipient of still larger quantities of the precious 
metal, far from gladdening our hearts is viewed with 
concern because of its highly inflationary effect on 
our economy. It is a question that presents us with 
a peculiar dilemma. Gold is streaming to our shores 
in payment for American goods. As things now 
stand, we cannot have payments without gold, and 
we cannot have gold without feeling its adverse im- 
pact on our economic structure. 

The problem of course is a natural consequence of 
our lop-sided foreign trade, and the latter in turn re- 
flects the distortion of world economic conditions 
known to all of us. Thus gold has recently been flow- 
ing into our country at an annual rate of over $2 
billion, adding to our already huge hoard that will 
soon be larger than ever before. From an orthodox 
economic standpoint, this is a strange phenomenon 
in an inflationary environment. It is usually thought 
that inflation drives out gold, but not in our case. 
The faster our prices have risen, the more gold has 
been pouring into the country (to pay for higher 
priced goods). Early in 1946, our gold stock was $20.3 
billion, about $2.5 billion below the prewar peak of 
$22.8 billion in 1941. By the end of November 1947, 
it had again shot up to some $22.7 billion and keeps 
climbing. ! 

Gold has been pouring in from all sides but notably 
from Britain and the British Empire. To cap it all, 
Canada, our excellent customer to the North now 
sorely beset by a serious dollar shortage, will hence- 
forth subsidize gold production through bonus pay- 
ments. The object is to stimulate gold output which 
of course will quickly find its way to the U.S. to pay 
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for badly needed American goods and raw materials. 

That means more gold coming into the country, 
and the idea is seriously frowned upon by Washing- 
ton not only because we dislike the prospect of still 
higher gold receipts from abroad which will be most 
inopportune, coming at the very time when we are 
seeking to stem inflation, but also because it is feared 
that Canada’s example in increasing the price she 
pays for gold may be imitated by others, thereby 
undermining our statutory price of $35 an ounce, 
which has virtually become the official world price. 


Change In Canadian Bonus Plan 


The International Monetary Fund, too, looks 
askance at Canada’s unilaterial action. Being con- 
cerned with maintaining exchange stability, the Fund 
is far from enthused about any action that will ren- 
der this already difficult task more onerous. Origi- 
nally, Canada proposed a flat $7 an ounce bonus for 
gold output in excess of last year’s production. In 
effect this would mean that she is willing to pay $42 
an ounce instead of $35, and would be tantamount 
to partial devaluation of the Canadian currency. 

In response to our protests and those of the Inter- 
national Monetary Fund, the straight bonus plan was 
changed to a scale of graduated bonus payments 
geared to the cost of producing gold. In this manner, 
no fixed price for gold will be paid since the amount 
of subsidy varies with each mine’s operating costs. 
Canadian gold producers, in other words, will be work- 
ing on a cost-plus system, something entirely novel 
in the gold mining field and certainly not conducive 
to economical operations. The outwardly redeeming 
feature is that the new system smacks less of cur- 
rency devaluation via the backdoor and is more in 
the nature of a subsidy. 

Nevertheless, Canada’s action has reopened active 
discussion of the gold price with the argument that 
it must be lifted to sustain production in the face of 
sharply higher mining costs. Canada, as the first 
country, has given a decisive answer. Other produc- 
ing countries, equally in need of U.S. dollars, may 
follow suit. And a spreading of the price raising habit 
would of course create an entirely new situation. 

Strictly speaking, subsidies of this kind are purely 
a domestic matter of the countries paying them and 
need not affect the monetary position of gold. The 
difference is paid by the tax payers of these 


both figures excluding Russia. Additionally gold is 
being produced at an annual rate of some $750 million, 
with South Africa alone mining over one million 
ounces monthly, compared with monthly U.S. pro- 
duction of about 215,000 ounces. This hardly points 
to a gold famine. The trouble is that much of the 
world’s gold is hoarded and thus withdrawn from use- 
ful economic employment. Once basic mistrust of 
currencies is corrected by currency reform and bal- 
anced budgets, premium prices for gold will disappear 
as gold moves out of hiding and back into national 
currency reserves where it belongs. 

While the interrelation between gold and currency 
reform abroad is obvious, the same cannot be said 
of the alleged need for tampering with the relation- 
ship between gold and the dollar. Any such action 
would mean a decisive setback to the slow and diffi- 
cult task of rebuilding a stable and enduring basis for 
peace and prosperity. Any such tampering, taking 
the form of increasing the gold prices in terms of 
U.S. dollars, would moreover merely add to our infla- 
tion problem by further stimulating the gold inflow 
from abroad and foreign purchases of American 
ie with heavy pressure on our domestic price 
evel. 

Such a step, additionally, would increase our gold 
stock by many billions, and unless elaborate measures 
were taken to “sterilize” this addition to our mone- 
tary gold, it would further broaden our credit base— 
the very thing we want to avoid. In short, it would 
be doubly inflationary, quite apart from the psycho- 
logical effect which almost certainly would be detri- 
mental to world-wide currency stability. While the 
problem abroad is to achieve financial and currency 
stability, our problem at home is to protect the sta- 
bility we already have to provide a reliable founda- 
tion for world reconstruction. 


international Markets 


For the time being, existing abnormal] conditions 
still cause many strange developments in interna- 
tional markets. Almost everywhere, gold continues to 
sell at a premium, reflecting absence of confidence in 
local currencies. In this respect, the dictum of the 
International Monetary Fund has remained partly in- 
effective despite governmental cooperation in the 
various countries. Mexico, (Please turn to page 374) 





countries which obviously are willing to take 
the loss in order to obtain the dollars needed 
for payment of American goods. But in the 


U.S. GOLD STOCK 





end, subsidies have a way of becoming a part 
of the price, even of official prices. 
Another argument is that there is a world 





scarcity of gold, hence the price must be 
raised so that there will be enough to go 
around. But this is a half-truth. Gold is 
searce only in relation to the vast amounts 
of printing press money put into circulation 
to finance government deficits during and 
after the war, and gold mining can never 
match the pace of the printing presses when 
they are running at top speed. Scarcity and 
maldistribution of gold will disappear when 
confidence in currencies is restored. Even 
despite the gold rush that’s been under way 
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By E.K.T. 


HEALTH INSURANCE bill definitely is in the planning 
of congress. If the more inviting compromises now 
being discussed find favor, the legislation is likely to 
have bi-partisan support on Capitol Hill despite the 
fact that, up to now, it has been one of the most 





WASHINGTON SEES: 


Like the beam of a spotlight, the special session 
of congress has picked out trouble spots in the 
1948 legislative outlook, and they're mostly zones 
packed by partisan political considerations. 


There was an air of desperation about the 
republican leadership's attempt to jam through an 
anti-inflation program that not only had not been 
considered by any committee but wasn't even a 
matter of cloakroom discussion before it blossomed 
out on a take-it-or-leave-it, gag rule, basis, The 
GOP policy against stifling debate and amendent 
is well known. And it all adds up to the fact that the 
party in congressional control note the rumblings 
of discontent during the recess, know the public 
thinks the GOP has missed the boat (even if the 
congress members don't agree with that ap- 
praisal), and appreciates that speedy action is the 
only sedative that will calm the electorate. Hope 
that the lawmakers could go home for the holidays, 
pointing to one major piece of policy legislation 
was lost—58 votes short of the two-thirds necessary 
to call it up, but 57 more than the bare majority 
needed to prevail in orthodox legislating. The 
watered version which passed is wholly impotent. 


Results of the House vote point up the fact that 
GOP policy has a safe majority, even when the 
detested gag rule is involved. That such a rule was 
attempted shows determination to “do some- 
thing.’ Much New Deal legislation was born of gag 
rules; the fight against this one was largely “pol- 
icy.” The 1948 legislative outlook is dimmed by a 
republican determination to speed at all costs, 
democratic digging in for a delaying war. 





controversial of subjects. There will be hearings in 
January, but they’ll be more “refreshers” than fact- 
finding, because the testimony is in. Principles of the 
Taft Bill will underscore the action. That means free 
choice of physician, pleases the doctors and reassures 
the patients. Payroll tax will support the innovation 
and groups not now under Social Security Act prob- 
ably will be left out for the present. 


CIVIL RIGHTS bills will be numerous on the 1948 
legislative calender. Too often considered the out- 
pourings of “do gooder groups,” prerogatives sought 
to be protected usually have sound constitutional 
basis and often have very real economic implications. 
Congress in 1948 will consider—and probably 
adjourn without acting on: Fair Employment Prac- 
tice Code; anti-lynching bill; abolition of poll taxes 
as a condition for voting; prohibition of racial segre- 
gation; stiffer loyalty standards for federal em- 
ployees; outlawing of the communist party; new 
citizenship and naturalization laws. 


BOTH PARTIES now are committed to federal tax re- 
duction, which would seem to end discussion on that 
point. On the contrary, it begins the debate; not be- 
cause basic ideas are widely divergent, but because 
each wants to claim credit. The Knutson Bill has 
been rewritten, slightly, to meet the objection “rich 
man’s bill,” but it will be gone over further by his 
party, and again on the floor when democrats seek 
to blend it with White House proposals. Action is 
assured. But any attempt to call the final product 
anything but “Knutson Bill” will be to play fast and 
loose with the science of terminology. Knutson is in 
the van! 


SUMMING the legislative outlook for 1948 it is safe 
to say most proposals will begin or end on “high costs 
of living,” or some place along the route, by amend- 
ment or rider, that association will be created. Taxes, 
appropriations, foreign and domestic relief, farm 
bills—these and more too will become costly slaps at 
the purse. Election year will give an estimated 50 
million voters their chance to reply to the lawmakers. 
None knows better than a congressman that he’ll be 
on the defensive come next November, and that 


ee knowledge will shape much of this year’s legislation. 
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Public building in 1948 will step up to volume 30 
per cent higher than last year's total, Federal Works 
Agency estimates. State and local governments are ex- 
pected to increase building by 35 per cent, while the in- 
crease in federal construction is expected to pass the e 18 
per cent mark. 






































To this will be added optimistic forecasts for 
commercial and industrial construction, to total up a good 
1948 prospect. Recent survey disclosed that industrial 
will run ahead of commercial, but not by much. Only seven 
per cent of surveyed cities (they numbered 372 large 
centers in 46 states) reported negligible activities in 








































































































































































































































these fields. 
; in Someone in the White House failed to look up the 
act- law, and as a result President Truman found it necessary to 
the toss more than 500 job nominations to an already busy senate. The President had not 
whats included action on vacancy fillings and promotions in the agenda for the special 
"a session, said he would hold them until after January. But the law required resub- 
ob- mission of those not acted upon to last July. Senate, however, has power to hold them 
over anyway. 
i There's ominous note in War Department and Selective Service Headquarters’ 
ht favorable nod to state adjutant generals’ plan to reactivate local draft boards as 
1a] "standby" for recruitment of manpower, available if national emergency requires. 
ns. 
ily No statutory base supports the new activity. Former local board members 
oe have no official status, there will be no formal appointments, no Salaries. Request 
2. simply is that men with the experience of World War 2 military draft and screening agree 
n- to be recorded as available for call. The invitation warns that this country would 
WwW not have as much time for organization in the event of a third world war as in World War 2. 
The numerals have a frightening effect! 
2 
at Voluntary rationing of fuel 011 and gasoline to distributors is the offer of 
e- major companies to end the threat of government allocations. Small outlets which buy 
“a in the open market are in greatest danger of sgeing the flow to their tanks stopped, 
sh and the householders and motorists (who usually don't know the difference between "spot 
is buyer" and "regular customer" — of the major companies) would suffer in direct pro- 
2k portion. 
is 
ct Senator Kenneth Wherry, republicican whip, is put in an embarrassing posi- 
tion. He helped drive the nails into the coffin of OPA, has been on the defensive during 
the price spiralling of the past several months. He's committee chairman and source 
of the warning that rationing will result if big companies don't find corrective. 
: Naturally he'd like almost anything better than more "coupon books." And that works 
j- in favor of the oil companies’ suggestions. 
S; 
n Lengthy hearings developed the fact that the East Coast may have some heatless 
it and carless days before winter ends, that the situation will be spotty not widespread, 
4 that large industrial users will be better cared for than the smaller buyers, come what 
e may, (they have regular customer - contracts) , but that, the outlook is at if not not clouded 
it by wasteful consumption. 
n. 
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Squirming no less, and for the same reason, is Senator Taft. His realistic 
view that meat rationing may be necessary about mid-1948 seems to clash with his earlier 
statement that the President's request for controls would set up a "police state." 








However, Taft still is against price ceilings, while for rationing. The difference 
is very real, but there's difficulty impressing the point. And an avowed candidate for 
the Presidency, he finds, suffers the consequence of having his every statement 
‘magnified, even distorted. 























April 1, 1948 date aimed at originally. Prospect, too, is that the fund slashers will be 
more successful in the longrange setup than they were in the stopgap fight. There's every 
reason to expect that the appropriation will be scaled down below first goals. 




















Proponents of the delay say time works in favor of the United States taxpayer 
and, whether they realize it now or not, also for the beneficiary nations. Basis for 
this thinking is the case of France. When it became apparent that a blank check wwas not 
immediately available, and the French realized they would be forced to do something 
for themselves in the meantime, they took a strong position against communism, went 
back to work. 





























Big guns of the Administration made their bid for farm state support this 
month. Normally, the convention of state and regional chiefs of the Production and 
Marketing Administration (which attracts large attendance by agriculture leaders), 
gets little attention from Washington -- the second team of officials usually is run in 
for speaking assignments. But this time, the December convention at Denver found 
secretary Anderson: leading a contingent of "big names" to the parley. 


























Despite vigorous education campaign and raft of complaints being processed, 
National Labor Relations Board actually isn't even well into the preliminary skirmishes 
invited by the Taft-Hartley Law. That's the warning by Chairman Paul Herzog, who's 
afraid speeches by NLRB attaches, congressmen and others, are giving impression there's 
a body of settled law on which it's safe to reley. 


























Actually, not a single case involving unfair labor practices under the T-H 
statute has been decided by the board or even ruled on in an examiner's interim report. 
Backlog of cases totals 2,500 -- 40 per cent involve unfair practices, and the others 
merely ask for bargaining agent elections. It should be borne in mind, original 
Wagner Act cases were several years reaching final determination -- in the Supreme 
Court. 























Dispersal of munitions plant, airfield and shipyard potentials is in the talk 
stage but, by the very nature of things that be it isn't likely to move forward except 
on the drawing boards. It's too soonafter an all-out war which saw industrial develop- 
ment never before dreamed of, to consider sites and safety standards for additional 
factories, fields and yards. 











Dread of atomic war possibilities permeates Washington thinking. Strengthen- 
ing of defenses along the Panama Canal is in prospect. Oddly, vulnerability of the 
Canal to atomic crippling is being used both ways -- for and against -- development of 
the St. Lawrence Waterway. In one school of thinking its a desirable auxilliary for 
movement inland; to another is but a second example of a facility that can speedly be 
put out of service. 





























344 THE MAGAZINE OF WALL STREET 














U2 











Photo by Thornton 


EXPORT Outlook for 1948 





By V. L. 


y the questions to which the American 
business man as well as the American worker is try- 
ing to find an answer these days is what the chances 
are for the present extraordinary boom in exports to 
continue in 1948.. If the export boom should continue, 
they ask, will it result in increased competition for 
the available goods in the domestic market—in other 
words, in increased inflationary pressure? Or, should 
exports decline, will that release a chain of influences 
that will result in the decline of overall business ac- 
tivity and the end of our present 
business boom ? 

These questions cannot be an- 
swered with a simple yes or no. 
Moreover, before trying to answer 
them, it may be well to clear up a 
few misapprehensions not only about 
the relation of our exports to the 
overall business volume, but also 
about the influence on 1948 exports 
of the Marshall Plan, the interna- 
tional shortage of dollars, the spread- 
ing import restrictions, and the re- 
covering world production. 

Actually, the peak of our post- 
World War II exports has already 
been passed. This happened early 
last Summer, when our merchandise 
exports reached the unprecedented 
rate of about $17.5 billion. We are 
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now exporting goods at the annual rate of about $13.9 
billion. The total for the full year 1947 will be around 
$14.4 billion. This is still a huge figure, considering 
that pre-war exports (1936-38 average) were just 
under $3 billion and that in 1946 we exported goods 
worth about $9.7 billion. 

What is often overlooked about these huge export 
totals is the role of prices. By October, 1947, export 
prices (the unit value of our exports) had risen 
nearly 100 per cent above the 1936-38 average. The 
price rise during 1947 alone was 
around 15 per cent. If the export 
value figures are adjusted for price 
fluctuation, it will be seen that the 
volume of exports in October, 1947 
was only about 214 times as high as 
before the war. The present volume 
of our exports is nearly 30 per cent 
below our wartime shipments over- 
seas (1944) and at least 25 per cent 
below the peak reached éarlier this 
year. 

Point number one in regard to our 
exports: the volume has been declin- 
ing. The trend is to a certain extent 
obscured by rising export prices. 
From all indications — the Marshall 
Plan notwithstanding — the decline 
in the volume of exports should con- 
tinue in 1948, although, as in 1947, 
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Recent Trend of Exports Likely to Expand 
(All value figures in millions of dollars) 
tron & 
Motor Steel 
Raw Cotton Indus. Indus. Med. Trucks Semi- 
000 Chem. Mach. Prepar. &Busses Mfrs. 
Bales Value Value Value Value Value Value 
1939 mo. av... 400 20 3° cee 2 By ne 
1946 mo. av... 333 45 7 71 12 19 20 
1947 
Jan... 300 48 9 99 . 30 
Feb... 396 61 9 4 ~=«13 31 28 
March 386 6 ae a ee ee 
April. 277 46——s«<dIH#si‘i‘HSC (Gs 44 
a. ae 0 4 6 Ww © 
June... — “- 2 oe 4 eS. 
{aoe . 68 6 0% “Cm ee 
Aug. 18 2 ' -— 6. 2 ae 
aS gi i a: ae 
a 2-6 is 15 42 38 











it may be obscured by another price rise. 

The export volume figures should also clear up the 
misapprehension about the inflationary influence of 
our exports as a whole. The volume of the 1948 ex- 
ports may be as much as one-third smaller than the 
volume of exports at the peak of our war effort. The 
present ratio of our total exports to the overall output 
of movable goods may be cited as another proof that 
the inflationary influence of exports is overrated. This 
ratio was about 11 per cent during the third quarter 
of 1947. According to the Department of Commerce, 
the ratio for 1944 was 12 per cent, for 1939 about 8 
per cent, and for 1919 about 16 per cent. 


Exports and the Restoration of World Production 


If the post-World War I experience is any indica- 
tion of the future trend, a gradual restoration of 
world production should result in a gradual decline 
of our exports from the present unprecedented levels 
and, also, in a gradual return of our exports to more 
or less their pre-war pattern. Our exports have con- 
tinued at an extraordinarily high level because the 
world, with a few exceptions, has been under-produc- 
ing. But this situation will not continue. 

One reason why we embarked on the Marshall Plan 
was to raise the production of Western Europe. What 
is often not fully realized is that while the Marshall 
Plan will increase the supply of goods available for 
the Western Europeans, it will also speed up the 
reappearance of Western European goods in some of 
the markets where we became the chief suppliers 
during and after the war. 

Western Europe is almost certain to have more 

goods for export in 1948. Competition in a good many 
lines such as cotton and woolen textiles, electrical 
appliances, radios, rubber manufactures, light ve- 
hicles and industrial machinery, and in a number of 
chemical lines is bound to increase. Moreover, with 
inventories filling up especially in Latin America, 
and the shortage of dollars getting worse rather than 
better, again the Marshall Plan notwithstanding, the 
American exporter is bound to face more selective 
buying. 
Once more then, the normal trend in our exports in 
1948 shoud be downward and back to the pre-war 
pattern, which means a definitely smaller proportion 
of foodstuff and consumer goods exports. What are 
the factors likely to retard this trend? 
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The fact that our goods are among the cheapest 
offered in the world market is probably the most pow- 
erful argument that the post-war decline in our ex- 
ports is bound to be slowed down. Second, there is 
still a large number of goods, and not only special- 
ized industrial machinery, that can be obtained in 
this country only. The third major factor which will 
slow down the decline in 1948 exports, particularly in- 
sofar as our agricultural exports are concerned, is 
the Marshall Plan, the popular name for the Euro- 
pean Recovery Program. Some lines—not many—may 
also be benefited by lower tariff barriers on American 
goods agreed to at the recently concluded Geneva 
International Trade Conference. 


The Shortage of Dollars 


Until the ERP of the Marshall Plan gets under way, 
our exports are bound to be influenced strongly by the 
position of gold and dollar resources of individual 
countries. During the past few months the gold and 
dollar position of some of our best customers, such as 
Canada, Argentina, Mexico, Colombia, Sweden, and 
Brazil, has deteriorated rather badly and has neces- 
sitated drastic import restrictions, the full effects of 
which are yet to be reflected in the export figures. Al- 
though some countries still have considerable gold 
and dollar resources, such as Portugal or Switzerland, 
their purchases here are relatively small. 

If there were no Marshall Plan our 1948 exports 
would probably decline considerably. The Harriman 
Committee which reported to the President on: the 
probable impact of the Marshall Plan on our economy, 
estimated that if foreign countries had to rely en- 
tirely on their remaining dollar credits and their own 
gold and dollar resources, the 1948 exports would be 
no larger than about $10 billion. In such a case the 
purchases of Western Europe would drop from this 
year’s level of about $6 billion to $3 billion. The rest 
of the world would take about $7 billion worth of 
goods instead of $9 billion. 

Even if some non-European countries, particularly 
Latin America and Canada, should pick up a few Mar- 
shall Plan dollars that are spent outside of the United 
States, it is doubtful whether the present import re- 
strictions will be lifted. Both Canada and South Amer- 
ica will look in the future to Europe for some of their 
imports, particularly of textile goods and electrical 
appliances, in order to save dollars for more essential 
purchases. 


Influence of the Marshall Plan 


The Marshall Plan will slow down the decline of our 
1948 exports, but will not stop it. The orders that are 
placed under the Interim Aid program or will be 
placed under the ERP, are aimed not at expanding the 
export shipments of essentials, but simply at main- 
taining them. It is doubtful, even with the Marshall 
Plan, that Western Europe will have this year more 
money to spend for non-essentials such as tobacco or 
electrical household appliances. 

The cost of the ERP as outlined by the President 
should fall just below $6 billion for the calendar year 
1948. It is difficult to assess in detail the effects of the 
Marshall Plan on our exports but it seems, on the 
basis of the Harriman Committee calculations, that 
the 1948 exports will range between $12 and $13 
billion. At that level they would be about $1 to $2 
billion below the current level and $4 to $5 billion be- 
low last summer’s peak. 
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If the Harriman Committee caiculations are cor- 
rect, the drop in the 1948 exports (with the Presi- 
dent’s present Plan adopted would be confined to the 
non-European countries. This would mean that Latin 
America, Canada and Asia would take this year about 
$7 to $8 billion of our goods as against the present rate 
of about $9 to $10 billion. The non-European coun- 
tries may get definitely less in the way of foodstuffs, 
agricultural machinery, and steel products because it 
may be necessary to channel these products to West- 
ern Europe. 


Concentration on Certain Exports 


We have already made the point that if our 1948 
exports are considered as a whole, they should not 
create any difficulties and certainly should not add to 
the inflationary pressures. The point is, however, that 
Europe will need certain special goods, foodstuffs, 
fertilizers, iron and steel products, machinery, and 
transportation equipment. In 1946 the exports of 
these products accounted for about 25 per cent of 
our total exports. Under the Marshall Plan they will 
account for about 40 per cent of the total. This means 
that the American economy will be pinched at cer- 
tain spots, and this may lead to serious repercussions 
in our entire economic structure. 

For example, the 1948 extra food exports to West- 
ern Europe are but a small fraction of the food con- 
sumed in this country. But the extra food that will 
have to be exported represents the marginal demand. 
Food prices, being sensitive to the supply and demand 
relationship, have advanced substantially, and since 
food represents the most important item in the family 
budget, the higher prices have already prepared the 
ground for another turn in the inflationary spiral. 

The meeting of Western European food require- 
ments in 1948 is almost certain to require the holding 
down of feeding of wheat to farm animals and other 
measures. It may necessitate the relocation of some 
of our food exports which now go the Caribbean and 
the Middle East. We may have to ship less wheat flour 
and more wheat. However, the exports of fresh and 


canned vegetables and fruit, which slumped when the 
UNRRA came to an end, are likely to benefit consid- 
erably under the Marshall Plan. As now envisaged, the 
Commodity Credit Corporation will buy up all the sur- 
pluses of foodstuffs, including canned goods and dairy 
products, and ship them to Europe on the calory basis. 
The filling of raw cotton requirements may also 
necessitate some relocation of present cotton exports, 
and possibly smaller allotments of cotton to the do- 
mestic mills. This means that the domestic mills may 
have fewer cotton textiles available for export. Here 
is an example of how the Marshall Plan is speeding 
up the return of our exports to the pre-war pattern. 
By shipping raw cotton to Europe, we will actually 
help the European mills to recapture their former 
markets. Our cotton growers will, of course, be helped. 
The meeting of Western European needs for potash 
and coal should present no difficulties. However, prac- 
tically the entire available supply of nitrogen fer- 
tilizers will be needed at home, and Europe will have 
to fall back principally on Chilean nitrate. This will 
mean, however, an increased supply of dollars for 
Chile, and possibly some liberalization of Chilean im- 
port restrictions. The meeting of steel requirements 
will encounter some difficulties, because Europe de- 
mands scrap and semi-finished products, which are in 
short supply here. Some relocation of existing exports 
may be necessary. Much the same holds true for the 
1948 exports of certain types of machinery (farm 
equipment) and transportation equipment. 


Prospects For Individual Commodity Exports 


What changes may be expected to take place during 
the coming year in specific commodity exports? One 
can only speculate about them in view of the many 
counter-balancing influences: the shortage of dollars 
on one hand, and the Marshall Plan and the still great 
unfilled demand from abroad for many of our products 
on the other. | 

The dollar shortage and the restrictions on imports 
are bound to affect above all a long list of products 
usually regarded abroad as belonging to the luxury or 
semi-luxury class. (Please turn to page 378) 
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Recent Trend of the Export of Goods Affected by Import Restrictions or in the “Vulnerable” Category 
(Value figures in millions of dollars) 
Fresh, 
—Cotton Cloth—  —Passenger Cars— —Coal— Canned Tobacco, eachiatoey 
000,000 Vegetables, Raw & Woolen and Merchant Rubber Office Wheat 
tte: we ” wee Ewes Wee Wee Mee ee” Wee ee Nee” Ge 
1939 Mo. Av... 31 3 11.5 7 1.2 5 8 8 Vas 9 yu 3 2 2 
1946 Mo. Av... 65 19 9.8 10 4.0 25 24 35 9 25 10 12 4 18 
1947 
1 Cy Aaeeemiinioea 87 33 19.4 23 3.8 30 36 37 8 38 76 19 8 39 
hee 87 34 18.8 22 3.6 27 33 36 7 4l 83 18 7 46 
March 123 47 24.6 28 4.7 37 27 37 7 49 73 18 9 52 
/ (7) || Sea 138 50 25.3 31 5.4 42 19 26 a 47 67 19 9 47 
WGN ss 147 56 27.9 35 8.4 63 21 16 6 56 56 21 II 49 
June = 125 47 21.4 aI 8.3 62 18 25 5 48 41 18 7 49 
LT ates 129 46 23.1 30 5.9 45 22 18 4 50 44 16 7 37 
POG 52 oe 141 48 23.5 31 9.2 76 16 21 4 43 38 15 8 29 
Sept. ESN 45 20.9 28 7.9 68 21 29 4 43 40 14 8 27 
Oo. | | 46 aS 28 7.8 66 27 38 5 52 38 16 10 27 
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By 
FRANK R. WALTERS 


SI he thesis that further 
commodity price inflation is 
inevitable has become a pop- 
ular belief. Business men, 
with large inventories and 
hence a “vested interest” in 
the continuance of inflation, 
are reluctant to believe j 
otherwise. Price deflation, it is feared, will bring 
losses and business recession. Hence, further inflation 
with all its headaches is preferable. 

Against this background, it is difficult for many to 
realize that price reactions may develop in some com- 
modities during the first quarter of 1948 as a result 
of over-extension of prices and growing consumer re- 
sistance. With the third round of wage increases com- 
ing up, the underlying trend of the commodity price 
level is still upwards but cracks are appearing in the 
seams of the price structure that should not be 
ignored. 

Prevalent Views 


Practically no one has any confidence in the perma- 
nence of the present commodity price level. And yet, 
paradoxically enough, practically no one is willing to 
venture a guess as to when a reversal in the trend is 
likely. Almost any business man you ask will state 
that he doesn’t like the present setup in the least and 
that it is his confirmed opinion that we are headed 
for a crackup but, in the same breath, he will tell you 
that he doesn’t see any possibility whatsoever of any 
price decline for a long, long time to come. On the 
contrary, he expects prices to continue to work higher 
indefinitely. 

The unanimity of opinion is startling. The econ- 
omists, who are supposed to know something about 
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these things, either agree with the business 
man’s point of view or are remarkably silent, 
which is unusual for them. A year ago, it will 
be remembered, many of the economists were 
beating their drums to warn the public of an im- 
pending price crash. When it didn’t come, they 
retreated to their ivory towers, where, so far 
as is known, they are still polishing their crystal 
balls. If they see any harbingers therein, they 
are keeping them to themselves or passing them 
around among the “fraternity.” 

Many years of peering into the future in an 
attempt to determine where prices are going has 
taught us to be wary of opinions when they are 
concurred in by the majority. That is only an- 
other way of saying that what is generally ex- 
pected to happen usually doesn’t. 

Nevertheless, it is difficult—after thorough 
analysis of all the pertinent factors—to come to 
any other conclusion than that the trend of com- 
modity prices will continue upward for the next 
few months at least. By the trend we mean com- 

modity prices as a whole as measured by the 
Bureau of Labor Statistics Index of Whole- 

sale Commodity Prices. But — and this is 

f stressed — there is little doubt that some 
: primary commodities already have recorded 
their post-World War II highs unless pres- 
ently unforeseen developments occur. This 
point is emphasized since there is widespread 
although absolutely fallacious belief that all 
commodities move together on general up- 
swings and downswings. It is a matter of his- 

' torical record that in the past some com- 
modities have attained their peaks months 
before the general price index reached its 

' high, while other commodities have con- 
tinued to advance for several months after a 
general price decline set in. This is an impor- 
—" point to remember in times such as 

ese. 


What Prices Did 


As the year 1947 ended, the BLS Index of Whole- 
sale Commodity Prices stood within only a few points 
of the post-World War I high of 167.2, attained in 
May, 1920. Insofar as it is possible to determine from 
the somewhat fragmentary price data available for 
the eighteenth century and most of the nineteenth 
century, that 1920 high of 167.2 represented an all- 
time high for commodity prices in the United States. 
Now, we are not only within touching distance of the 
all-time high, but it appears that it will be only a 
matter of a few weeks before the old record is shat- 
tered and a new record is established! 

During 1947, the combined wholésale index ad- 
vanced approximately 17 percent; at the same time, 
farm products increased 17 percent, foods 13 percent, 
commodities other than farm products and foods 18 
percent, raw materials 18 percent, manufactured 
products 16 precent, and semi-manufactured prod- 
ucts 17 percent. Farm products began the year ab- 
normally high and ended it at almost twice the 1926 
average. Food prices were 80 percent above the 1926 
average at the end of the year. During 1947, corn 
prices almost doubled, reflecting the short corn crop, 
and wheat prices advanced over 50 percent owing to 
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the urgent demand for bread grains for Europe. 
Higher feed values inevitably have boosted the prices 
of meats, dairy products, and eggs. You may not be- 
lieve it, but some commodities actually registered net 
declines during the year; however, these were mostly 
less important items. 

Even allowing for a less ambitious European Recov- 
ery Program than proposed by the Administration, 
we appear to be caught in a price spiral from which 
there is no escape. Demand from Europe is draining 
off any surpluses of foods and of raw materials, in 
addition to imposing strains on goods in none too 
ample supply; with supplies insufficient to meet do- 
mestic demand, the price trend continues ever up- 
wards; with the cost of living rising steadily, labor— 
by reason of full employment—demands and obtains 
higher wages; higher wage costs necessitate further 
increases in prices of goods; and so it goes, on and on. 

Please note carefully that the sixteenth word in 
the above paragraph is “appear.” This is completely 
a superfiicial view. If this were all there was to the 
present situation, nothing except drastic govern- 
mental prices or credit controls can check the current 
inflation. 

Overlooked completely is the fact that, since the end 
of the war, we have been in an inventory boom with 
a large part of our production going to refill depleted 
inventories in manufacturing and distribution chan- 
nels. Overlooked is that a considerable part of con- 
sumer demand has been for items worn out during the 
war; this is about over insofar as nondurable goods 
are concerned and the cream of the demand definitely 
has been skimmed for durables. The high level of con- 
sumer demand cannot continue indefinitely since cur- 
rent earnings have been supplemented by drawing 
upon wartime savings and by expansion of consumer 
credit to the highest levels in history. The European 
Recovery Program, expressed in its most ambitious 
terms, will not elevate 1948 exports above 1947 since 
exports to Latin America and the Far East are ex- 
pected to contract further owing to the growing 
scarcity of dollar exchange. 


Timing Boom’s End 


Eventually, the boom will come to an end because of 
its own weight. That may be a year or two years 
hence, but it may come much sooner than any of us 
expect. Certainly it is true that the advances in prices 
during 1947 priced million of consumers with fixed or 
relatively fixed incomes out of the market for prac- 
tically everything but absolute necessities. Food 
prices are so high that foods are taking a dispropor- 
tionate share of family budgets, leaving less for other 
items. During November and December, department 
store sales in dollar volume averaged about 10 per- 
cent above last year; allowing for the increase in 
prices, it is evident that the physical volume of sales 
was below last year. With large price increases sched- 
uled for clothing, footwear, etc., this Spring, it is no 
secret that retailers of nondurable goods are very 
worried people. 

In durable goods, we find a different story. These 
are more plentiful than a year ago, but, up to now, 
consumers have been eager to take just about every- 
thing that came along. Now, consumers are beginning 
to back off a little, to become more choosy, to defer 
anticipated purchases because their budgets are out 
of whack or because they have an idea that lower- 
priced less “delux” lines will be on the market later. 

Capital goods expansion has been an important but 
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generally overlooked factor contributing to the up- 
ward price trend. Also, replacement of machinery 
worn out during the war. With labor costs so high, 
there has been great emphasis on labor-saving ma- 
chinery. However, cost of capital goods expansion now 
is so high that corporations are becoming hesitant to 
saddle themselves with what may become an unman- 
ageable overhead at a lower general price level. 

This is not intended to be a forecast of business 
activity. But commodity prices are made by supply 
and demand. The supply of primary commodities, 
taken as a whole, is relatively inflexible apart from 
the vagaries of weather. In times such as these, the 
level of demand becomes the all-important considera- 
tion in the determination of prices. And demand is 
beginning to show signs of slackening, of flattening 
out. It is losing the buoyancy that characterized most 
of 1947. With prices approaching all-time record 
highs and with retail trade as measured in physical 
volume slowing down, the movement of goods into 
inventories is topping out. 





WHOLESALE PRICE TRENDS 



























































































































180 
FARM PRODUCTS 
170 
160 
aa ° RAW MATERIALS 
140 
MANUFACTURED PRODS. 
130 
120 
250 
200 
Bate a 8 
b 
150 CEREALS ; 
e co eee 
9 © chum % 9 — oe s 4 
<°Tee FRUITS & VEGETABLES 
ee 
150 
TEXTILES «, 
140 
130 “a arr 
yr CLOTHING _ 
- A 2 i op °| HOUSE FURNISHINGS 
20 Laie” — 
9 
wv 
0 << 
AUG. [SEPT] OCT. | Nov. | DEC. | Fan] FEB] MAR.| APR. IMAY | JUNE] TULY | AUG.) S€er 
1946 1947 
U.S. DEPT OF LABOR : 1926 2100 
349 








We do not intend to imply by this that there is any 
evidence of a reversal in demand in the near future. 
The third round of wage increases soon coming up 
seems certain to provide fresh stimulus to the infla- 
tionary price spiral. Early last Summer, when indus- 
trial production was lagging and it appeared that the 
decline under way since March might continue, the 
increases in wages granted to coal miners and steel 
workers forced upturns in steel prices and touched 
off a whole string of price rises in durable goods. 


Various Price Stimulants 


At about the same time, the short corn crop and 
the Marshall Plan were tossed into the economic hop- 
per as price stimulants. No one can be quite certain 
how much of the 10 percent increase in the BLS 
wholesale price index since last June was due to fac- 
tors other than wages increases, but there is no doubt 
that higher wages played an important part. With 
commodity prices moving upward again—after hold- 
ing stationary throughout the Spring—a rush to buy 
all kinds of goods ensued and industrial production 
turned upward to meet the demand for goods. This 
demand, please note, stemmed primarily from the 
willingness of business men to increase inventories 
further. 

Even though retail demand is slackening owing to 
the inability of consumers to meet rising prices for 
goods, we see no reason to believe that the third round 
of wage increases will not stimulate further buying 
for inventory and thereby provide a base for passing 
the wage increases along in the form of higher prices 
for goods. During the first half of 1948, prices of fin- 
ished and semi-finished goods appear virtually certain 
to record further gains; there may be some excep- 
tions, but these will be comparatively few. 

Supplies of meats will be smaller owing to the heavy 
slaughter of meat animals occasioned by the short 
corn crop during the latter half of 1947. It is not im- 
possible that, early next Spring, it will be discovered 
that much more grain has been fed to animals than 
Washington had expected and that, accordingly, a 
near-crisis may develop in grain supplies before the 
new crops become available. 

It is believed that these factors, aided by the ex- 
tremely high level of national income, will provide 
sufficient strength to the overall price structure to 
push the combined BLS price index up to a new high 
mark during the first half of 1948. 


Danger Signals Ahead 


Notwithstanding the impetus afforded by this, how- 
ever, we see danger signals ahead for a number of 
primary commodities during the first quarter of the 
year. All of the metals appear to be in a sufficiently 
strong position to eliminate them from this category. 
But, as 1947 approached its end, sour notes developed 
in a number of commodities that could not be at- 
tributed to year end influences. Hide prices gave way 
notwithstanding the outlook for smaller supplies in 
1948 ; tanners were almost completely out of the mar- 
ket. In fats and oils, a similar situation developed with 
tallow taking a nosedive as soapers suddenly aban- 
doned interest. The cotton cloth market experienced 
an abrupt slowdown while cotton prices flattened in 
the face of a strong supply situation. Coffee and cocoa 
prices displayed unexplained easiness. A decline in 
rubber prices was checked only by rumors of impend- 
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ing government purchases for strategic stockpile. 

The declines in prices of these “soft” commodities, 
by and large the most sensitive of prices, probably 
will carry into early 1948. Apparently, manufacturers 
and distributors of these are becoming increasingly 
aware that goods are backing up because of consumer 
resistance to high prices. Footwear is an outstanding 
example of this. : 

Many farmers have been deferring marketing until 
1948 in order to benefit by expected reductions in in- 
come taxes. After January 1, marketings of cotton, 
wheat, and meat animals may be fairly large for a 
while. 

The official 1948 winter wheat crop estimate of 839 
million bushels surpassed trade expectations, and it 
now appears that — given favorable weather — the 
1948 crop will be large even though not up to the 1947 
record large production. Almost simultaneously, word 
has begun to come from Europe and elsewhere of bet- 
ter grain prospects. The world shortage of food and 
feed grains, that has contributed so much to strength 
in grain and food prices generally, may come to an end 
when the harvests begin late this Spring and early 
Summer. 

Although Christmas business per se was good, re- 
tail sales of standard soft goods took it on the chin 
during the Christmas shopping season. Last year 
after Christmas, retailers reduced prices to liquidate 
slow moving inventories and battled with suppliers to 
obtain lower prices. Retailers lost out and eventually 
had to pay even higher prices. With inventories larger 
than a year ago and with sales smaller, department 
stores will be inclined to practically halt all new pur- 
chases during the traditionarlly slow months of Jan- 
uary and February. They may lose out in attempts to 
obtain lower prices, but their withdrawal from the 
market for any prolonged period unquestionably 
would have an effect on prices of soft commodities. 


First Quarter Prospects 


Although few expect it, the first quarter of 1948 
may witness considerable price easiness in a number 
of primary soft commodities. At the same time, firm- 
ness is likely in the metals group. Prices of manufac- 
tured goods, notwithstanding the possibility of lower 
raw materials prices for some, are expected to con- 
tinue to work higher reflecting actual or anticipated 
higher labor costs. Since the belief is so widespread 
that the trend of all commodity prices is indefinitely 
upward, any price easiness that may develop in some 
directions is almost certain to create considerable con- 
sternation. 

In commodity prices, psychology always plays an 
important part and much more now than ever before. 
Once cracks begin to appear in the seams of the 
price structure, some business men will reverse them- 
selves and take the position that the commodity price 


advance is all over and that general declines are im- | 


minent. The first quarter of 1948 could mark the be- 
ginning of the end of price inflation, but we doubt it. 

There is no question that the European Recovery 
Program, which at most will take less than three per- 
cent of the gross national production in 1948, has 
been greatly overrated as an inflationary factor. Un- 
favorable developments of all kinds have been ig- 
nored completely as is customary when prices are ad- 
vancing. Washington may take some drastic action to 
check inflation, but this seems highly unlikely ac- 
cording to all accounts. (Please turn to page 376) 
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The paper industry at present continues to operate at capac- 


ity to meet the vastly expanded demand for its products. 


ea of manpower, materials, and equipment 
during the war prevented the paper industry from 
expanding to meet the ever increasing demand for 
its products. Peace time brought an even greater 
demand but it also found the industry better able 
to cope with it. 

With the easing of manpower and the availability 
of materials and equipment, the paper industry was 
able to embark upon an extensive expansion and 
production program. Output of paper and paper- 
board has increased from a pre-war high of 13,900,- 
000 tons to an estimated 21,000,000 tons for 1947. 
In 1948 it is expected to reach 23,000,00 tons. 

The progress that has been made in meeting the 
huge postwar demand is already being felt. De- 
pleted inventories are gradually being replenished. 
In certain lines, such as paper towels, facial tissues, 
and rag paper, supply has caught up with demand, 
and these items have become plentiful. 

In other lines, such as book paper, kraft wrapping 
paper, containers, grocery bags, and greaseproof 
paper, supply is only slightly behind demand and is 
shortly expected to catch up to it. Only in the news- 
print field is there still a marked and painful scarc- 
ity. Current demand is 5% greater than supply and 
it will not be until well into 1948 that the two are 
expected to come into balance. Majority opinion, 
however, anticipates a continued tight newsprint 
situation for all of 1949. 
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But by and large, the wartime paper shortage is 
nearly over, and with the notable exception of news- 
print, output is expected to strike a balance with 
demand for the first time in many years by at least 
the second quarter of 1948. As a result, the industry 
is watching inventory, production and consumption 
with particular interest. 

From a sales and earnings standpoint, paper 
companies have made an excellent showing last 
year, as shown by the earnings statistics in the 
accompanying table. Production was generally 
stepped up importantly as pulpwood supplies be- 
came more plentiful, labor shortages eased and pro- 
ductivity increased with employment of labor saving 
devices. The latter, together with peak production 
volume, has materially aided in keeping within 
reasonable bounds the cost squeeze characteristic 
of virtually every postwar industrial operation. 
Higher selling prices, to offset rising costs, have 
been made an important earnings factor as well; 
in the course of the year, price advances were made 
on virtually every type of paper and paper products. 


Can Expanded Output Be Absorbed? 


In view of the capacity expansion under way, and 
still scheduled for 1948, the paramount question 
is: Will the industry find a ready market for its in- 
creased output in 1948 now that demand-supply bal- 
ance is in sight? 
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Broadly speaking, if general industrial activity 
continues at present levels, there will be little if any 
trouble in this respect, and papér companies should 
continue to enjoy substantial profits. But should a 
business recesion occur, the industry might easily be 
faced with a surplus resulting in price weakness and 
lower earnings. Essentially, operations in 1948 will 
depend upon the rate of activity in non-durable goods 
fields which consume the major portion of paper and 
paperboard. For the time being, no slackening ap- 
pears in sight, hence paper industry earnings can be 
expected to continue around current high levels at 
least during the forepart of this year. 

The outlook beyond that is more difficult to ap- 
praise. But granted that the latter part of 1948 may 
witness the setting in of a recessionary trend in our 
overall economy, there are a numberof factors that 
may modify its impact on the paper industry. Cur- 
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rent high profit margins furnish a cushion against 
too severe a drop in earnings under more competitive 
conditions. Additionally, some of the high-cost mills 
now in operation could be promptly closed down, tend- 
ing to correct over-suply without too erosive an effect 
on profits, 


Long Term Uptrend In Consumption 


Another sustaining factor is the long term uptrend 
in the consumption of paper and paper products, a 
trend that will make itself felt even under reces- 
sionary business conditions in that it is likely to pro- 
vide a certain floor for any downtrend of production. 
Any such trend is likely to flatten out at a relatively 
higher level than in prewar years. Annual per capita 
consumption of paper in this country has increased 
from 57 pounds at the beginning of the century to 
some 350 pounds today. This is an increase of approxi- 
mately 500%, compared with a population increase 
of about 100% and a 400% rise in overall industrial 
activity. Moreover, the paper industry has been striv- 
ing continuously and successfully to broaden their 
markets by aggressive research and merchandising 
programs. Progress in this direction, especially in 
recent years, has been marked, adding substantially 
to the industry’s sales potentials. 

The main threat, under recessive business condi- 
tions is not so much declining production but the 
shrinkage of profit margins under the impact of price 
concessions forced by competition. So far there is no 
indication of the immediacy of such a threat. While 
the boom in the paper industry may be flattening out 
as supply-demand balance is restored, operations are 
likely to continue at a high level since no abatement 
of paper demand in the near future is in sight. What 
we may witness then, in the months ahead, is stabili- 
zation of production and earnings, or at best only a 
modest decline in certain divisions, rather than any 
sharp downward movements. Only a fairly decisive 
downturn in overall business activity will bring about 
the latter. 

A discussion of the current status and nearby out- 
look of the principal industry divisions follows: 

The paper container division emerged from the war 
with greatly expanded markets and some of its prod- 
ucts are still on the scarcity list. Large industrial 
needs for packaging called for substantial capacity 
expansion and high level operations since the war, 
with resultant excellent earnings. The field is highly 
competitive under declining demand conditions and 
some idle capacity must be reckoned with in years of 
poor business. At present, however, output is run- 
ning close to capacity, at better than 800,000 tons 
monthly, and for some time should continue near 
peak levels despite seasonal dips in demand. Earn- 
ings, however, may have reached their peak. 

Kraft paper production, still insufficient to fully 
meet demand despite expanded facilities, has been 
handicapped by inadequate pulp supplies in the face 
of constantly growing markets. Continued good 
profit margins and earnings are indicated until ex- 
cess pulp capacity again becomes a price factor, and 
this may take another year or two. The world deficit 
of pulp is substantial and early availability of large 
quantities of low-cost pulp from abroad is not ex- 
pected. 

Makers of book and fine papers have been enjoying 
record profits, derived not only from increased pro- 
duction but also from substantially higher prices. 
Demand is attuned to advertising trends and maga- 


THE MAGAZINE OF WALL STREET 








zine 
bus 
pris 
pro 
thu 











ainst 
itive 





zine and book sales, thus follows closely the trend of 
business. No early price weakness is in sight but 


largely due to realization that paper company profits 
are at or close to their peak. Together with their well- 


































































































































































































mills price stabilization must be expected with the ap- known sensitiveness to cyclical influences, this is 
end- proaching demand-supply balance. Earnings peaks likely to influence future market action. Still in the 
ffect thus probably have been reached in this field. light of even conservative appraisal of longer term 
, » p earnings prospects, the shares of some of the better 
The Newsprint Situation situated companies would seem to have attraction for 
Newsprint is the principal sore spot in the paper income as well as longer range appreciation. Some 
rend picture; supplies are tight and prices rising, with afford excellent yield from well-covered dividends. 
ts, a Canadian prices only recently having been boosted A discussion of individual companies that appear to 
2CeS- another $6 a ton. Makers of newsprint, consequently, have above average appeal, follows: _ 
pro- are enjoying record profits and in view of the pros- Great Northern Paper Co. enjoys a semi-investment 
tion. pect of well sustained demand should continue to rating, because of its low-cost production methods, 
vely show excellent results in 1948 and beyond. Canadian strong finances, and liberal dividends. A leading do- 
pita production, our principal source of supply, has vir- mestic newsprint manufacturers, Great Northern 
ased tually reached its peak, and is now 57% above pre-_ should benefit from any further price increase that 
y to war. Yet consumption requirements are such that the may develop in this field. With more supplies avail- 
Oxi- gap between supply and demand is narrowing only able, and with prices higher, operating income 
ease slowly. Advertising volume is substantially higher showed a 79% % increase for the first nine months of 
trial than a year ago, and since advertisers are unlikely 1947 over 1946. Net income advanced 93%, after re- 
viv. to cut budgets in view of increasing competition for serves of $0.30 a share. For 1947 earnings are esti- 
heir the consumer dollar, demand for space—and there- mated at $4.20. Profit outlook is better than average. 
sing fore for newsprint—is expected to continue strong The $0.50 quarterly dividend should continue and be 
> in and lower newsprint prices are at best heavily in the supplemented by extras. The price-earnings ratio, 
ally future. Thus even in the face of rising costs of labor however, is relatively high. 
and materials, excellent profit margins and net earn- Crown Zellerbach has over 50% of the Pacific Coast 
ndi- ings are indicated at least over the intermediate newsprint capacity, almost 50% of the coarse paper, 
the term. and 40% of the kraft board capacity. Additional 
rice A glance at the appended table shows that the facilities will soon be in operation. Expansion in pro- 
3 no shares of most paper companies, despite excellent duction and improvement in profit margins lifted net 
hile recent, current and prospective earnings, for the income 66% for the six months ending October 31, 
out most part are selling at exceedingly moderate price- 1947, over the previous year. Earnings for the fiscal 
are earnings ratios, this despite the fact that paper year ending April 30, 1948 are estimated at $7 a 
ent shares generally have outperformed the market as a_ share. The $0.40 quarterly dividend may be raised. 
hat whole since mid-1947. At current prices, then, the Long term prospects are favorable. 
vili- stocks appear modestly valued in relation to earnings. International Paper, largest integrated paper com- 
ly a Failure to discount the latter more liberally is pany, has made an (Please turn to page 371) 
any 
sive aoe : ; 
out Statistical Summary of Leading Paper Companies 
HighestNet 1946Fiscal Year 1947 Interim Price- _Divi- 
yut- PerShare NetSales Earnings NetSales Earnings Estimated Dividends Recent Earnings dend 
1936-39 ($ Million) PerShare ($ Million) PerShare 1947Net 1946 1947 Price Ratio Yield 
— Champion Paper & Fibre... $1.17 $67.6 = $4.47... = s«$N4O(a) ~— $5.00 $1.00 $1.25 $2244 5.7% 
od- Container Corp. of jan Be 7 28 FEE 7.23 } $95. OSe9 _—_—7.90 Se9—i«10.50™” _ 40 ___- 4.50 42. 40 107 
rial Crown Zellerbach ooo cess ccennen 2.42 ‘127. _- ~ <a 74.20cb 3.40 Oc 7.00 £441.10 + ‘1.70 ; = 4 _ 4 . 5.1 
ing Dixie Cup... 248 13.6 4.05  13.7Se% 479Sel2 5.00 75 1.00 35 7.0 29 
var Gaylord Container on ccccccccccen- 86 4A 3 _—2.45 26.9 Seb 3 02 Se9(ié4.00's—i(‘iéa  G’CC‘*d 66% 2 20 | 5. 0 | 8.3 
iy Gair, Robert 4633.7 1.12 33.7Se9 2.29 Se9 3.00 6 6% Stock .35 9 30 39 | 
and Great Northern Papev................... 2.73 ee: 60 == Ss: - 12 Se9 ____ 4.20 1.60 240 46 11.0 5.2 
ol Hinde & Daweh _ 353 22.9 3.67 26.4 Se9 5l6Se9 7.00 +~=—«2.00 Ss 3.5030 4.38 NT 
ne 2.47 2878 850 301.9Se9 9.79Se9 13.00 3.00 4.00 55 42 7.3 
aa 2.10 664 3.15  65.9Se9 3.04Se9 4.00 = 1.001.300 235.75 
et Lily Tulip 3.60 187 3.62 16.7Se9 432Se9 5.75 150 1.50 42. 73 3.6 
“ng Mead 2.40 53.4 4.22 53.6(c) 4.86(c) 650 IS 1.55 = 3) he 
National Container cco 18 = 28.7 2.28 ~=-:10.9 Mr3(g) 3.16 Se9 4.20 41% = 1.10 oS 3.3 7.8 
1 Rayonier ........ aio 1.94  24.3(e) 1.68(e) 36.7Se9  —_5.18 Se9 7.00 _Nil 50. 30 43 17 
it St. Regis Paper... +S C——*dN0«SeD ~—S=2.00S09 ~—S2.75 SCN (G§:StCiS8G 
‘ Scott Paper 2.66 46.2 2.03  41.2Se9 —=2.15 Se9 3.00 180 195 44 147 44 
ie Sutherland Paper... 2.80 -—«(19.7-Ss«4.68)~—sd12.5Se6 ~—sS.10Se9 += 7.001.752.5041 5B 
0 Union Bag & Paper... 132. 448 4.13  46.0Se9 6.91Se9 8.00f (130 3.00 32 40 94 
— United Paperboard* 30. 16S. 4.3(f) 3.27 b) 7.00 Nil 125) 152.183 
nd West Virginia Pulp & Paper..._2.14 67.24.93. 86.00c  —8.19JI9~—s11.00-'—=sa2-40~-~s3.00'—sis#?—B 
cit *—Name to be nd to United Board & Carton Company. (#)—For 16 weeks ended May 31. 7 
‘ge t—Estimate is based on increased capitalization which took place Ocb—For 6 months ended October 31. 
»X- December, 1947. Oc—For fiscal year ended October 31. 
(a)—For 16 weeks ended August 17. Mr3—For 3 months ended March 31. 
(e)—For 8 months ended December 31. (c)—For 40 weeks ended October 5. 
ng JI9—For 9 months ended July 31. (g)—Sales for June quarter were not reported; sales for September 
ro- Se6—For 6 months ended September 30. quarter were $10.3 million. 
aS, Se9—For 9 months ended September 30. Sel2—For 12 months ended Cason: 31. 
‘a- (b)—For 24 weeks ended November I5. 
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By H. S. COFFIN 


: of its alphabetical advantage, Abbott 
Laboratories tops not only the New York Stock Exchange 
quotation list but more than one dividend honor role as 
well. On a basis of sound growth, financial impregnability 
and favorable prospects, also, this concern has won a high 
place in the portfolios of many investors. Since Abbott’s 
“success story” has far from reached its last chapters, and 
there are periods when its shares can be bought advan- 
tageously from the standpoint of yield and potential appre- 
ciation, our readers may appreciate an analysis of the 
company’s operations, accomplishments and _ possibilities. 


A Record Of Growth 


In expanding from a $50,000 concern back in 1900 to 
one with total assets of more than $17 million at the end 
of 1946, Abbott obviously shared extensively in the growth 
of the special branch of the chemical industry it represents. 
Production, development and distribution of ethical drugs 
for use by the medical profession has been its single aim 
since early years. Quality products, it can be readily seen, 
are the prime factor in any enterprise of this kind, and 
because hundreds of thousands of physicians all over the 
world have learned that they can rely upon Abbott drugs, 
it is not surprising that the company’s trade position has 
become strongly entrenched, making for remarkable earn- 
ings stability. When it comes to filling a doctor’s pre- 
scription, price is usually a minor consideration, but despite 
this advantage, Abbott’s policies have been toward lower 
than higher price wherever possible. All of which has 
helped to create stability for the business and to encourage 
volume expansion. 

While under normal conditions sales by Abbott Labora- 
tories undoubtedly would have trended upward over a 
period of years, it is interesting to realize what a stimulus 
the last two wars proved to be, and how well the gains 
were held with the advent of peace. Scarcity of German- 
made Novacain during World War I induced the company 
to produce a substitute for the Government in the form of 
Procaine, along with Barbital tablets to replace Veronal, 
as well as to develop Chlorozene for the treatment of septic 
wounds. Outstanding success in this direction pushed 
Abbott up to high rank in the drug industry in the early 
1920s. Soon afterwards the company duplicated the Ger- 
man anti-syphilitic drug Salvarsan, and this item received 
widespread acceptance everywhere, for Abbott produced 
enough to meet all needs. 

In the wake of World War II,we find Abbott among the 
larger producers of penicillin, sulfa drugs, streptomycin 
and improved vitamins, all war born newcomers. Aside 
from more than 250 special items originated in the com- 
pany’s own laboratories, some 700 standard or special 
items are produced, including a long list of powerful anti- 
septics, vaccines, pollen extracts, vitamins and sedatives. 
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Though Government purchases in the 1941-45 period 
pushed the company’s volume up to successive peaks, 
postwar demand proved so substantial that sales 
during 1946 leaped by about 28% over the record 
war year 1944, And judging from progress during 
the first nine months of 1947 still another sales rec- 
ord is in prospect, though the rate of volume gain 
has slowed up. 

In the appended table, we show in statistical form 
the progress of Abbott Laboratories during the past 
ten years, including operational figures, profit mar- 
gins, per share earnings, dividends and price range 
for the shares. Another tabulation lists comparative 
balance sheet items for1940 and 1946, with other 
pertinent data. These should prove interesting to our 
— in connection with our comments as we go 
along. 


Expansion Of Facilities 


In glancing at annual net sales during the decade 
indicated, it is apparent that no concern could in- 
crease its sales over fivefold in ten years without a 
sizeable expansion in manufacturing facilities. By 
turning to the balance sheet, it will be noted that 
during the 1940-1946 period alone, plant and equip- 
ment accounts rose from $3.03 million to $7.38 mil- 
lion, after due allowence for depreciation... This how- 
ever only tells part of the story, for during the 
current year a further expansion program has been 
virtually completed. These improvements include five 
new buildings in the main plant at North Chicago, 
Ills., some to provide thoroughly modern facilities 
for producing streptomycin and penicillin, others 
to increase space for research activities and the ad- 
ministrative staff. 

All told, the enlargement of floor space since VJ- 
Day will be comparable to the entire area of the plant 
fifteen years ago. The company’s new laboratories 
are models of their kind, according to the manage- 
ment, including one for study of physical-chemical 
measurements and a penthouse for carrying out re- 
actions under high pressure, while an air-conditioned 
Pharmacology Building permits animal assay work 
under ideal conditions. Empha- 
sis upon research has been an 
important factor in Abbott’s 
growth, for the impressive 
changes in medical science in 


recent years frequently have ——______, 
originated from the _ experi- RRL SOOT TE 


6 SAS SS 


—— Funded ‘Debt: “None 
—— Shs. Common: 1,869,907 - no par + 


mental activities of drug pro- 
ducers such as this concern. 


Before turning from _ the coed are AT 


physical aspects of the Abbott 
organization, it is just as well 
to visualize how it handles its 
far-flung busines at home and 
abroad. Through acquisition 
during the years of Dermato- 
logical Research Laboratories 
of Philadelphia, John T. Milli- 
ken & Company of St. Louis 
and Swan-Meyers Company of 
Indianapolis, the company 
gained units firmly established 
in their respective fields and 


well known as producers of 1936 | 1937 | 1938 | 1939 | 1940 | 1941 1942 | 1943 | 1944 | 1945 


such specialties as salvarsan | 
and ephedrine products. Abbott _ [1s _[ow. 
branches are also maintained 
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Comparative Balance Sheet Items 

December 31, 

1940 1946 Change 
ASSETS (000 omitted) 
Cash pain GEES $ 9,082 +$ 4,517 
Marketable securities 856 8,510 + 7,654 
Receivables, net . Boe al | San 8,765 + 6216 
Inventories ne ne 17,275 + 12,692 
TOTAL CURRENT ASSETS... _. $12,553 $43,632 +$31,079 
Plant and equipment... crieoe a 10,298 + 6,133 
Less depreciation in 1,134 2,910 + 1,776 
Net property ..... 3,031 7,388 + 4,357 
Other assets ...... ie 1,431 2,845 + 1,414 
TOTAL ASSETS ... .. $17,015 $53,865 +$36,850 
LIABILITIES 
Notes payable . L $ 908 $ 865 ; +$ 5,037 
Accounts payable and accruals... if 5,080 
Recarve tor taxes. 953 7,626 + 6,673 
Other current liabilities 45 eon — 45 
TOTAL CURRENT LIABILITIES... £906 13,571 + 11,665 
Reserves _...... teats 2,000 + 2,000 
Capital _ : s : 12,180 25,352 + 13,172 
Sues eee 12,942 + 10,013 
TOTAL LIABILITIES . bas $17,015 $53,865 +$36,850 
WORKING CAPITAL _.. ... $10,647 $30,061 +$19,414 
CURRENT RATIO 6.6 3.2 — 3.4 


























ABBOTT LABORATORIES ABT 


in about 15 leading cities throughout the United 
States. In Canada, England, Australia, India, Swe- 
den, Turkey, as well as in some 15 Latin-American 
countries and in half a dozen elsewhere, the com- 
pany has subsidiaries or branches that distribute 
its numerous products. In a few instances, some of 
these constituents also produce drugs-on a limited 
scale. Because of this global coverage of markets, 
Abbott is well situated to meet the competition of 
other strong concerns in the field, such as Squibb, 
Parke-Davis, Sharp & Dohme and Eli Lilly. 
Distribution in the United States is made chiefly 
through the wholesale and retail drug trade, sup- 
plemented by indirect contacts with members of the 
medical profesion. The latter practice is common in 
the ethical drug industry, in order to keep the physi- 
cians informed of new developments and to gain 
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their oftentimes valuable advice, as well as approval. 
In its promotional advertising, Abbott addresses it- 
self almost exclusively to the doctors. 

Unless the unexpected occurs during the as yet 
unreported final quarter of 1947, total sales of 
Abbott for the full year should be close to $60 mil- 
lion, up $6 million over the previous record of $54.2 
million established last year. If so, it would be par- 
ticularly significant in view of price declines for 
some of the company’s products during 1947. The 
formerly rather expensive penicillin, for example, 
has dropped about 40% in price since a year ago, as 
mass production of this item by many concerns got 
well under way. In view of the gain in dollar sales 
during the first nine months, accordingly, it seems 
clear that unit sales have risen faster in proportion, 
confirming the wisdom of the company’s policy of 
striving for volume through the lowering of prices 
wherever possible. It will be seen from our table 
that, with a single slight exception, sales have 
expanded consistently from year to year ever since 
1937, when volume amounted to only $9.5 million. 


Foreign Market Potentials 


Accountable in part for the larger sales in the 
last two years has been the inaccessibility of former 
foreign supply sources to world markets, not only 
in Europe but in Latin America. In prewar, Abbott’s 
foreign sales accounted for only about 12% of the 
total, but in recent years this percentage has risen 
to 25% or more. If European drug manufacturers 
eventually succeed in restoring their production to 
former levels, this concern may have to surrender 
part of the foreign business it now enjoys, but that 
seems a long way off. 

Meanwhile, Abbott is aggressively exploiting 
these overseas markets with a fair chance of hold- 
ing them rather permanently. In other words it is 
capitalizing upon a golden opportunity that has 
opened up for all the American producers of ethical 
drugs, since most foreign nations have been obliged 
to turn to the United States for their supplies. Ad- 
‘ditionally the world-wide emphasis upon health pro- 
grams, resulting from wartime conditions, has 
increased the demand for life-saving medicinals of 
every nature. As this trend is likely to expand 
rather than contract, output from the greatly en- 
larged facilities of the producers, including Abbott, 


will almost certainly be fully absorbed in the fore- 
seeable future. 

As for operating margins, our table shows how 
stable these have been over a period of years, with 
a tendency to widen substantially as volume rose to 
new heights. Compared with prewar years, these 
margins have almost doubled in the past two years. 
As the business is highly mechanized, the wage fac- 


tor is not overly important; the company in fact 


has only about 3600 employees in conducting its 
multi-million dollar business. Costs of raw materials, 
though, have been rising steadily and their re- 
stricted supply at times has precluded full capacity 
operations. 

During the first nine months of 1947 it will be 
observed that operating margins receded about 
3.4% from the 35.4% achieved in 1946. While 
lower prices may have occasioned this moderate 
drop, the decline is not too important, for net profit 
margins dipped even less in the period mentioned, 
registering a decline of only 1.4%.Since volume has 
tended to rise, it probably will be found in due 
course that net earnings for 1947 rose slightly above 
the $5.79 per share earned in 1946, depending upon 
year-end bookkeeping adjustments that may be 
made. 

In scanning Abbott’s annual net earnings, the 
broad upward trend between 1937 and 1945 is clearly 
evident, followed by a very sharp rise in 1946 and 
1947. Since the company has never failed to make a 
satisfactory profit during the past two decades in 
proportion to its capital investments, this recent up- 
surge in earnings is of decided interest, though 
lower taxes following repeal of EPT of course con- 
tributed to the excellent showing. In view of the 
current status of world demand for the new and old 
drugs previously discussed, it looks as if volume of 
this concern should continue at high levels for an 
indeterminate period ahead. As the management 
has a firm grip on costs, net earnings may also 
stabilize not far from curent levels, since further 
impressive gains may be more difficult to achieve 
over the nearer term. 


Long Term Prospects 
But over the longer range, what with population 


growth, new products and increased usage, there is 
no reason why sales (Please turn to page 375) 



































Long Term Operating and Earnings Record 
Net Sales Sales Operating Net Income Net Profit Net Dividend 
(000 omitted). PerShare Margin (000 omitted) Margin PerShare PerShare Price Range 
For 9 months ended Sept. 30, 1947... $46,068 $24.60 32.0% $ 8,494 18.5% $4.54 $3.25* 87!/2-66!/2} 
1946.00 | $54,209 $29.00 35.4%, $10,820 19.9%, $5.79 $2.87!/, 91-41, 
PID roa 37,929 20.20 24.6 - 3,156 8.3 1.79 1.10 44 -30\/, 
1944 38,428 20.50 29.4 3,039 19 Jy 1.10 32'/g-26'/, 
1943 33,265 17.80 36.0 3,285 79 2.09 1.00 3134-255 
1942 ae 19,925 10.70 27.0 2,207 11.0 1.38 95 2534-18!/2 
1 cj | eee - 16,744 8.95 24.0 2,245 13.4 1.45 1.07! 277-23 
i: | Ree 12,981 6.95 23.1 2,239 17.3 1.44 1.07'/ 3514-2454 
|) 11,485 6.15 21.0 2,048 17.8 1.30 1.02!/ 3534-26! 
BOD rc 9,727 5.20 19.8 1,648 16.9 1.21 85 30!/4-18'/g 
1937 9,510 5.10 20.0 1,612 17.0 1.25 !.05 27!/2-18 
10 eYar Average 1937-1946... $24,420 $13.05 26.0% + —$ (3,230 13.9% $1.94 $1.21 9-18 
4 Year Average 1937-1940. cee $10,926 $ 5.85 21.0% $ 1,887 i735 $1.30 $1.00 3534-18 
*—For entire 1947 year. t—Up to and including December 13, 1947. 
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Consolidated Edison, Air Reduction 
Western Union, Pennsylvania Railroad 





By STANLEY DEVLIN 


. = boom times such as we are experienc- 
ing, it always happens that some of our strongest 
concerns, including a few with previous records of 
stable earnings power, do not share in the general 
uptrend in prosperity, or at least appear hampered 
by transient difficulties. In some instances adverse 
circumstances have forced dividends to a lower level. 
In other cases a downtrend in net earnings shown by 
interim reports has awakened apprehension lest a 
dividend cut may soon be in store. For either of the 
foregoing reasons, as well as others, the prices for 
the shares of such concerns have dropped to a point 
where their holders have become much concerned. 

As the title of our discussion suggests, we have 
selected four outstanding concerns with shares cur- 
rently deflated in price because of various factors of 
individual significance. A leading railroad, an impor- 
tant industrial concern, the nation’s chief telegraph 
company and the largest operating utility in the 
country provide an interesting group to examine in 
view of their different problems and the great num- 
ber of their shareholders. Existing conditions have 
dumped some posers into the laps of the four man- 
agements and though their impact has not been 
equally serious, in each case the question of future 
earnings power has become one of major interest. 
Upon the answer to this question depends the ap- 
praisal value of their shares and its relation to the 
current market price. If the finding is negative or 
heavily tinged with doubt, acceptance of a loss might 
appear advisable. On the other hand, and more likely, 
examination of the fact may disclose that pessimism 
has unduly depressed the share prices to a point 
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where they be considered close to a buying zone. As 
the concerns under discussion represent greatly dif- 
fering types of enterprise and each is experiencing 
individual handicaps as well as facing prospects 
peculiar to itself, it is necessary to assess them one 
by one in the light of available information. 


Consolidated Edison Company of New York 


During 1947, shares of this giant utility gradually 
dipped from a high of 2914 to a low of 21 and are 
presently around 213%. As based upon the $1.60 per 
share dividend paid annually from 1942 to date, this 
latter price would provide a yield of 714%, it seems 
clear that many investors have been liquidating their 
holdings because of distrust in income stability. Sev- 
eral factors have contributed to this growing uncer- 
tainty, and it is just as well to weigh them carefully 
before citing more encouraging aspects that might 
establish offsets. 

During five war years, net earnings of the Con- 
solidated Edison system, though slightly lower than 
the average showing for the previous five years, held 
remarkably stable within a range of $1.79 to $1.70 
per share. During 1946, the average of the near pre- 
war years was approximately reestablished at a level 
of $2.20. But during 12 months ended September 30, 
1947, net declined to $1.61 per share, or only a penny 
more than the annual dividend paid. This bare cover- 
age of dividends was naturally disconcerting to many 
shareholders, especially as over a long period of years 
the dividend trend had been downward. 

In explanation of this adverse showing, it should 
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be realized that the company’s total revenues of 
$327.4 million include sales of $49.2 million in gas, 
$15.2 million of steam and $260 million of electricity. 
As every one knows, the sharp rise in fuel costs in 
1947 was a serious matter for the company, and wage 
costs soared to the tune of $10 million. While auto- 
matic rate adjustments for electricity eased the bur- 
den in this division, they were not applicable to gas, 
with the result that losses from the sale of this fuel 
were incurred. Late in 1947, though, gas rates were 
temporarily granted a boost by the State Commis- 
sion. On balance, net earnings of the company were 
further affected by a prior $9 million rate cut estab- 
lished in 1946, falling to $29.4 million for the 12 
months ended last September, against $36.8 million 
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1944 


for the comparable 1946 
period. 

On the brighter side of the 
picture is the fact that service 
provided by Consolidated Edi- 
son is the lifeblood of an area 
with some 8 million population 
and that 38% of the nation’s 
largest corporations have their 
headquarters in New York. As 
it happens, also, the company’s 
business is more stable than 
the electric and gas industry 
as a whole. Regardless of the 
fact that this metropolis may 
have a limited horizon for fu- 
ture growth compared with 
some other cities, demands 
for more utility services are 
bound to be large. Hence look- 
ing ahead it is not surprising 
that to meet expanding re- 
quirements, Edison must 
spend $250 million during near 
term years to enlarge and 
modernize its present huge 
facilities. 

While the New York State 
Utility Commission is slow to move, the law forces 
it to allow a return of at least 5% upon the Edison 
Company’s determined capital investments. Now 
that the company has refinanced its entire funded 
debt at lower rates, it plans to raise additional funds 
through the sale of debentures convertible into com- 
mon, and stockholders have already authorized an 
issue of $57.3 million of these. But due to market 
conditions the company has deferred their sale tem- 
porarily. In view of this, it seems hardly likely that 
the management anticipates a much lower price for 
its shares, for that might jeopardize its essential 
financing as planned. 

As net earnings in 1947 should reflect an annual 
saving of $3 million in interest savings from 1947 
ii refinancing and the State Com- 
mission may agree to an up- 
ward revision in rates, our 
guess is that speculative opin- 
ion has overdiscounted the 
unfavorable potentials for 
Consolidated Edison shares. 
Even if the dividend were cut 
to $1 per share, the resultant 
yield of about 5% for a prime 
utility equity of this kind 
would still seem attractive. 
Provided the $1.60 rate con- 
tinues, the shares around 21 
would seem clearly underval- 
ued. In the background of 
course looms the possibility of 
future debenture conversions 
into common stock, once the 
planned convertible debenture 
issue has been sold. And this 
is likely an important factor 
in investment thinking. 


1945 1946 1947 


Air Reduction Company 


At recent price of 2614, Air 
Reduction shares are close to 
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alow of 253% for 1947, having 
declined from an earlier peak 
of 38%. Though interim earn- 
ings reports for the first three 
quarters of 1947 showed some 
improvement compared with 
the previous year and it looks 
as if final net might reach $2 
per share, the fact that divi- 
dend distributions were lower 
than in 1946 appears to have 
worried a good many investors. 
Total payments for 1947 came 
to $1 per share against $1.75 
in 1946. Since this strong con- 
cern enjoys an unbroken divi- 
dend record going back to 1917 
and under normal conditions 
has exhibited impressive sta- 
bility of earning power, it 
seems curious that the stock 
should sell near the lowest 
level for many years. 

Air Reduction, together — 
with Union Carbide & Carbon __ [mist 
Corporation, supplies most of 1ss2_| bv. 
the industrial gases used in 
the United States. Through 
the liquefication of air or the electrolysis of water, 
the company produces large quantities of oxygen 
and acetylene virtually indispensable to the proces- 
sing and repairs of all metals, hence enjoying ex- 
ceptionally wide markets. Additionally, Air Reduc- 
tion is the largest supplier of carbon dioxide in liquid 
and solid (dry ice) form, besides producing large 
quantities of carbon gas for soda fountains. Total 
sales for the first nine months of 1947 were $63.5 
million compared with $71.2 million for the entire 
year of 1946. 

Regardless of the evident lack of speculative en- 
thusiasm for the shares of this concern, the manage- 
ment has expressed confidence in its operations and 
potentials by spending about $16 million for new fa- 
cilities of one kind or another 
during 1947. Within a few 
months it will have a new $3 
million dry ice plant in opera- 
tion in the Chicago area and 
a little later will complete an- 
other in Berkeley, Calif. Pop- 
ularity of dry ice seems to be 
increasing in the frozen food 
industries and may extend to 
ear refrigeration. More im- 
portant is an approaching com- 
pletion of a plant to produce 
low purity oxygen, jointly 
undertaken with Koppers Cor- 
poration and Bethlehem Steel. 
This new product is expected 
to revolutionize the production 
of steel and increase output 
by at least 20%. Though 
plenty of competition in this 
field will be furnished by other 
concerns, the potential demand 
is likely to keep them all busy. 

Air Reduction’s working mm _192e | 1937 
capital position has been bol- | "# 
stered by issuance of $25 mil- 
lion low rate debentures and 
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a $7.5 million loan placed with insurance companies, 
and since sales should be increased as new plants 
become operative, it appears likely that net earnings 
in 1948 may prove entirely satisfactory. Profit mar- 
gins should be aided by the 10% price rise for oxy- 
gen made last October. However, large plant expen- 
ditures are likely to hold dividends at the present $1 
rate and this may continue to militate against better 
-_ performance of the stock for some time at 
east. 

One basic factor in the situation is that the use of 
oxygen and acetylene gas for welding purposes has 
to some extent suffered by the growing popularity of 
electric welding. The management however is effec- 
tively expanding in other (Please turn to page 272) 
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NATURAL GAS 
Industry 


BY 
EDWIN A. BARNES 


5} he history of the natural gas indus- 
try reads like a collection of chapters plucked 
from the favorite fairy tales of the world. 

In earlier years, unwanted and neglected 
like Cinderella, dormant and powerless like 
the trapped genii of Aladdin’s lamp, capable 
of the fantastic feats of Hercules or Super- 
man, natural gas is finally receiving the rec- 
ognition it has long deserved. Today it is 
rightfully regarded as one of the world’s finest fuels. 

The ancient Chinese were the first to use this 
strange gas, followed by the religious Zoroastrians 
who used it as a sacred flame on the banks of the 
Caspian Sea. Here and there, down through the ages, 
natural gas occasionally raised its head and presented 
itself for the use of mankind; and mankind slowly 
began to discover its varied usefulness. In 1825, for 
instance, the town of 
Fredonia, N. Y. was lit 
up with natural gas in 
honor of a visit by Gen- 
eral Lafayette. And in 
the late nineteenth cen- 
tury, natural gas began 
to be harnessed in the 
manufacture of steel, 
glass and pottery. 

But the real birth of 
this magic fuel dates from 1878, when a big natural 
gas well was brought in at Murrysville, Pennsylvania. 
It attracted attention all over the country. Strangely 
enough, it was while digging for oil that natural gas 
came into being. The terrific roar it made as it sud- 
denly and unexpectedly issued forth was heard for 
fifteen miles around. Original production was later 
calculated at 34,000,000 cubic feet every twenty-four 
hours! Then, catching fire, it burned for a year and 
a half, giving people continuous daylight for miles 
around. 

After this spectacular performance, other wells 
were drilled in the vicinity; then natural gas produc- 
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Like long fingers, natural gas pipelines 
branch out into the country’s industrial areas 


tion and distribution spread rapidly throughout 
Pennsylvania, Ohio, West Virginia, and Kentucky. 
Gas lights began to have as much effect on American 
life as the kerosene lamp had a generation before. 
But this lusty giant was still in its infancy. Its mag- 
nificent strength was not fully recognized. Often it 
was regarded as a nuisance and trillions of cubic feet 
of it were “flared off” as a waste by-product of petro- 
leum production. 

No doubt one of the main reasons for this lack of 
recognition of the true value of natural gas was the 
rapid growth of that other basic energy source: elec- 
tricity. Every householder who could afford it 
wanted it in his home. Perhaps this was for the best, 
for it gave natural gas the opportunity of proving 
to mankind what a beneficial servant it was as an all- 
purpose fuel. 


Rapid Expansion 


Expansion of natural gas distribution systems was 
rapid throughout the Midwest and Southwest. More 
and more tasks were given to this willing servant, 
who soon was performing them better—and at lower 
cost—than its predecessors. 

Gradually more and more fields were discovered. 
Like long fingers, pipelines shot off from the local 
areas into the country’s industrial sections. In a 
sense, it was the story of the railroads all over again. 
By 1932, there were 159,000 miles of natural gas 
pipelines throughout the country. This figure steadily 
grew until by 1946 it exceeded 228,000 miles. By 
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Statistical Summary of Natural Gas Companies 





Net Per Share — 
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1938-41 1942-45 1946 1947 1947 1947. Recent Dividend Earnings 1947 | 

Avge. Avge. Interim Estimated Dividend Price Yield Ratio* PriceRange| 
Arkansas Natural Gas “A”. $4 $29 F 39 ped fon -— oe a O%- 3% _| 
Columbia Gas & Electrion ccc .73 92 1.20 $1.08 Se? $1.25 $ .75 12 6.2% 9.6 1234-10 | 
Consolidated Natural Gas... = 36 (x) 3.18 4.62 3.85 Se? 5.00 2.00 50 4.0 10.0 54'-40Y/, | 
El Paso Natural Gas. ene 303 «3.49 3,774.81 Ocl2 _—5.00 240 57 42 11.4 599%4-46% 
IST CR |r 1.36 88 1.24 1.33 Se? 1.75 1.00 21 4.7 12.0 2144-164 
Oklahoma Natural Gas. YT 2.59 2.70 3.30 Ag 3.30 a} 2.00 33 6.1 10.0 37!/o-29% 
Pacific Lighting ...... Se ee 3.57 3.26 4.84 4.39 Sel2 4.50 3.00 53 5.7 11.7 62!/2-50!/, 
Panhandle Eastern Pipe Line............__—«2.92 3.01 440 435Sel2 4.50 3.00 525.8 “US 55-40% 
United Gas Corp. cicivnwnmnnnnnnnnne BOF 48 55 109 NI2 Se? — 1.50 85 18 47 12.0  18%-14% 














*—Based on estimated 1947 earnings. 
Ag—For the fiscal year ended August 31. 
Se9—For 9 months ended September 30. 

Se!2—For 12 months ended September 30. 





(x) —1940-41 Average. 
(a)—As reported for the 1947 fiscal year. 
Ocl2—For 12 months ended October 31. 

















1951, estimates are that 28,000 additional miles of 
pipe will have been laid. 

Production of natural gas kept pace with pipe lay- 
ing. By 1935, net production had surpassed two tril- 
lion cubic feet. It has steadily risen until today it is 
well over five trillion cubic feet a year. Revenues 
have similarly kept pace. In 1946 they were 81% 
greater than in 1929. 

During the war, shortages of materials for plant 
construction, of steel pipes for transmission and dis- 
tribution, and of tin plate for meters, practically 
brought pipe line construction to a standstill. Vir- 
tually the only construction was the laying of pipe 
lines from Texas to West Virginia to relieve the criti- 
cal famine in the Appalachian area war arsenal. 


The Bottleneck in Pipe 


The gas industry and the steel industry today are 
making valiant strides in correcting the shortages. 
But so great is the general demand for steel that re- 
lief is necesarily gradual and slow. Six manufacturers 
turn out the bulk of pipe line for construction. Their 
outputs are booked solid into 1951. Pipeline produc- 
tion for 1947 is estimated at 514 million tons, com- 
pared with less than 4 million in prewar years. There 
is a two to three year waiting period for large-size 
pipe, and six to nine months for delivery of compres- 
sors to push the gas through the pipes. 


sales of liquified petroleum were only 223,000 gallons 
in 1922, they rose to 34,000,000 in 1932. Today, they 
are well over a billion gallons, and in another year 
are expected to top two billions. 

Liquefied petroleum gases have benefited millions 
of people. They are used on farms to heat stock tanks 
and incubators, to ripen fruit, burn weeds, as space 
heaters and motor fuel, and for many other uses. 
They have brought the comforts of the city to the 
farm. At present, well over 2,000,000 families use 
liquified petroleum gases, a figure that is expected 
to double in a few years. To date, only about 114% 
of marketed natural gas enters the chemical field but 
its importance is constantly growing. 

It is difficult to conceive what this country would 
have done without natural gas, so greatly did it con- 
tribute to the war production of the Middlewest and 
Southwest. Helium is extracted from natural gas; 
carbon black, which is a necessary ingredient of tires, 
inks, and other carbon products, is made from it; so 
are alcohols, ingredients for synthetic rubber, and 
a long list of pharmaceuticals and plastic materials. 
By making possible the production of gasoline, lubri- 
cating oils, and other petroleum products, natural gas 
provides a powerful, strategic reservoir should the 
country’s oil reserves ever become depleted. By 
means of “cycling” plants, natural gas makes possible 
the complete recovery of (Please turn to page 372) 





Natural gas is truly one of nature’s magic 
creations. Stable, easily controlled, harmless 
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to metal surfaces, it lends itself to an in- 
finite number of uses. Of incalculable value 


2,200 





2,000 


itself, it provides off-shoots that perhaps 
are even more valuable. One of these is natu- 
ral gasoline. First produced in 1903, it was 
originally regarded as a nuisance because of 
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its irregular and menacing behavior, but 1,500 


was gradually tamed and made increasingly 
useful. Today, although natural gasoline is 
only about 10% of the total gasoline pro- 
duced, it contributes to the hustling, flash- 
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ing power of modern motor fuel. It has also 
made possible the production of new and 
cheaper chemicals, new plastics, new prod- 
ucts and new industries. 
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have its offshoot in liquified petroleum. By 
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condensing the escaping vapors of natural 








gasoline, a new industry was born. Though 
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How Long? 


Bearing on the duration of 
“vear-end rallies,” we have 
checked back to the start of the 
First World War to see how much 
time elapsed before the low in each 
December (Dow-Jones industrial 
average) was broken. In 9 out of 
the 33 years, through 1946, it was 
not broken for more than a year. 
In 19 out of 33 years it was not 
broken for three months or more. 
In 24 years it was not broken for 
two months or more. And in 29 
years, or all except 4 it was nat 
broken for a month or more. These 
figures are more curious than pro- 
phetic, as will be emphasized by 
noting the two extremes. In 1926, 
middle year of a great business 
boom, the December low was made 
on the 30th and broken on Jan. 3 
or in 4 days, while over 17 years 
passed before the December, 1914, 
low was broken; over 10 years be- 
fore that of December, 1921, was 


broken. Of course, the real prob- 
lem is to determine whether we 
are now in a bull market or a bear 
market, for rise from a December 
low is not a “rally” under bull- 
market conditions. That is not 
difficult. For many months we 
have been in a trading-range phase 
of the bear market which began 
in the late spring of 1946. The 
direction of movement out of this 
range will determine whether a 
new bull market began at the lows 
of last May, or whether the bear 
market is to be extended. Even if 
it is to be the latter, the record of 
year-end rallies in bear markets 
implies a better-than-even chance 
that this one will run to mid- 
January, or thereabouts; and a 
fair chance that it might run into 
February. 


Rail Leadership 


This is the first time since the 
late lamented bull market topped 





















































INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1947 1946 
Consolidated Coppermimes —........cccccc00-- 9 mos. Sept. 30 $ .56 $ .21 
Cudahy Packing Year Nov. 1 4.32 4.06 
Gamewell 6 mos. Nov. 30 1.39 86 
Liquid Carbonic Year Sept. 30 2.40 1.38 
Marathon Year Oct, 31 3.39 1.91 
Masonite Nov. 30 quarter 2.46 1.52 
eee 9 mos. Sept. 30 1.22 1.00 
Myers, F. E. & Bros Year Oct. 31 5.62 3.58 
Punta Alegre Sugar Year Sept. 30 4.22 2.20 
Smith, A. © Oct. 31 quarter 3.04 66 
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out some 18 months ago that a 
rise has been led by the rail aver- 
age. Around every previous inter- 
mediate top and bottom, rail ac- 
tion has been poorer than that of 
industrials. When either average 
fails to follow the other to a new 
high or low, a reversal of trend 
often is indicated. Saturday, De- 
cember 21, was historic in one re- 
spect. For the first time in many 
months it saw the rail average 
close a week above 51. In per- 
centage rise from the December 
6 lows, rails have outgained the 
industrials by a wide margin. With 
respect to testing previous highs, 
they are also ahead of the indus- 
trials. The vigor of the move, on 
large volume, suggests a good 
chance that, before you read this, 
rails have definitely penetrated 
their October and July highs, 
which represented virtually a 
double top. As we write, they are 
less than 2 points away from their 
February, 1947, top of 53.65, the 
significant one under Dow theory. 
A clear-cut rise above the latter 
level might conceivably pull the in- 
dustrial average up above its high 
of last July and thus “signal” a 
new bull market. If so, this column 
would regard it “with reserve,” 
and take the 190-195 area (Dow 
industrial average) as a fortui- 
tous selling spot, at least pending 
the outcome of the first subse- 
quent downside test of any signifi- 
cance. A failure of the industrials 
to surpass either their October or 
July rally highs would probably 
foreshadow another intermediate 
downswing by both averages. 
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Background 


Rails are obviously having a bet- 
ter move than could be accounted 
for by year-end seasonal tenden- 
cies alone. The reasons are not 
hard to find. Thanks to higher in- 
terim freight rates, earnings are 
now making good month-to-month 
and year-to-year comparisons. The 
ICC decision on permanent rate 
increases is expected by late Jan- 
uary or early February; and there 
is little doubt that it will grant the 
railroads a major part of the in- 
crease petitioned for. The general 
expectation is a further boost 
averaging about 10%. Assuming 
continuing high traffic, it would 
assure excellent earnings unless 
and until a third-round wage in- 
crease became effective, which 
would hardly be before late 1948 
at the earliest. The other side of it 
is that the fundamental position 
has not changed. The break-even 
point of the roads has been radi- 
cally raised since prewar, so that 
any significant slump in traffic 
would put the majority of the 
systems into the red. Hence, per 
share earnings are bound to be 
capitalized very conservatively. 
However, that is a truthful gen- 
eralization whether the Dow rail 
average is at 50, 55 or 60. Assum- 
ing the February high (53.65) is 
bettered, this column thinks it is a 
fair guess that the limit of rise 
would be within the next 5 points, 
a good guess that it would be with- 
in the next 10 points. What this 
reasoning boils down to is a con- 
viction that rails are a sale if they 
flounder, without penetrating the 
February high, and a still better 
sale in an area moderately above 
that level. 


Oils 


Among industrials, oils have 
been the stand-out group on the 
rise to date, the only major group 
already at a new 1947 high and 
within a small percentage of the 
1946 bull-market high. You can 
thank the Sun Oil Company for 
this. Its bold boost of 50 cents a 
barrel in the price of crude oil dis- 
mayed most of the industry, but 
had to be followed all around. 
Present prices mean unheard-of 
earnings per share for crude pro- 
ducers and well-integrated com- 
panies. Here are some approxi- 
mate estimates of annual earning 
power at present volume and 
prices: Amerada $13.00 a share; 
Barnsdall $6.00; Humble $10.00; 
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Mid-Continent $11.00; Ohio $6.00; 
Phillips $9.00; Seaboard $7.00; 
Socony-Vacuum $4.00; Standard 
Oil of California $10.00; and Texas 
Company $10.00. There is only one 
threat, but it cannot be dismissed 
lightly. The price-raising is arbi- 
trary and boosts earnings exces- 
sively, without inducing greater 
oil production. One wonders how 
much more of this sort of thing 
might be required to force Con- 
gress to put the industry under 
emergency Federal regulation, re- 
luctant as it is to do so. 


Favorite 


There is one oil which this col- 
umn likes best for long-term in- 
vestment, which it would not sell 
now and which it would buy on 
moderate reactions. That is Stand- 
ard Oil of California. It operates 
in the fastest-growing section of 
the country, and is making good 
competitive gains besides. It is 
strongly situated in crude produc- 
ing, refining and distribution, hav- 
ing expanded largely in each 
branch, especially crude reserves. 
Finances are excellent, dividend 
policy relatively liberal. Present 
earnings power of around $10 a 
share is far in excess of dividends 
at indicated annual rate of $3.40, 
yielding about 5.5% even at cur- 
rent advanced market price; and 
is assured from domestic opera- 
tions alone. Thus, large interests 
in the mid-East oil area around 
Arabia will be a plus factor if they 
work out well, but not a vital con- 
sideration should they be lost by 
war or political upset. 


Warning 


Generally speaking, we are see- 
ing the best action in the more 
speculative section of the security 
markets. The nearer you get to 
“pure investment” on a yield con- 


sideration, the less is there in the 
current situation to get excited 
about. Government bonds are be- 
ing held above par only by the sup- 
port buying of Federal agencies. 
Good-grade corporate bonds, after 
substantial decline in recent 
months, show very slight rallying 
power to date. Preferred stocks, 
on a broad average, are still slowly 
sagging as this is written. So are 
bank stocks. Operating utility 
equities have rallied only feebly. 
We may have a good speculative 
rally despite this, but it is not a 
bull-market condition. Unless it 
promptly changes, it is one of the 
reasons why this column, as 
stated earlier in another item, 
would take a new bull-market 
“signal” in the Dow stock aver- 
ages “with reserve,” if we should 
get it. 


In Brief 


Building stocks seem sluggish 
on this rally in most cases... The 
auto industry figures to get up to 
15% more sheet steel in 1948 than 
in 1947, and might make some- 
thing of a dent in deferred de- 
mand by the end of 1948 ... The 
new Hudson Motor model seems to 
have made a real hit . . . Rubber 
fabricators are ending a much bet- 
ter year in earnings than they or 
anybody else had expected a year 
ago. . . Cigarette sales have in- 
creased for the fifteenth consecu- 
tive year, with neither sales nor 
earnings likely to change signifi- 
cantly next year .. . Installment 
finance company profits figure to 
be considerably better in 1948. 


Acting Well 


A partial list of stocks showing 
superior technical action as this is 
written includes: American Roll- 
ing Mill, Bethlehem Steel, West- 

(Please turn to page 376) 












































DECLINES SHOWN IN RECENT EARNINGS REPORTS | 

1947 1946 | 

Allied Stores 9 mos. Oct. 31 $4.16 $7.02 | 
Crowley Milner 9 mos. Oct. 31 51 1.49 
General Shoe Year Oct. 31 3.34 3.76 

Horne & Hardart Baking Co... «Year Sept. 30 13.24 15.22 | 
Houston Ltg. & Pwr. 12 mos. Nov. 30 2.75 3.46 

Montgomery Ward 10 mos. Nov. 30 6.61 7.25 | 

Philadelphia Co. 9 mos. Sept. 30 45 60 | 
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The Personal Service Department of THE MaGazINE OF WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability 
of your broker. This service in conjunction with your subscription should 
represent thousands of dollars in value to you. It is subject only to the fol- 


lowing conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Chas. E, Hires Company 


“Please advise recent sales, earnings 
and dividends of Chas. E. Hires Com- 


any.” 
wae P.T., Richmond, Va. 

Chas. E. Hires Company, manu- 
facturers of syrups used in mak- 
ing Hires Root Beer and extracts, 
reported earnings for the fiscal 
year ended September 30, 1947 of 
$2.35 per share, compared with 
$1.50 per share in 1946. 

Net sales for the year amounted 
to $9,548,295.31, an increase in 
excess of 50% over the preceding 
year. This increase was made pos- 
sible by the larger sugar quotas 
and the return to a non-rationed 
basis on July 28, 1947. Also dur- 
ing the year new company plants 
were started in Burbank, Calif.; 
New Orleans, La.; Milwaukee, 
Wisc., and Newark, N. J. In addi- 
tion, a considerable number of 
new franchised bottlers were li- 
censed. The increase in the plant 
and equipment account during the 
fiscal year of 1947 amounted to 
$880,083 net after depreciation, 
and it is estimated that during 
the coming year an additional 
$475,000 will be required for this 
purpose. 

The increase in inventory for 
the year just closed of $552,848 
is largely due to new bottles and 
cases necessary for the increased 
volume of business and the start- 
ing of new company plants. 

Dividend payments for 1947 
amounted to $1.20 a share. 


Catalin Corporation of America 
Catalin Corp. of America Stock has 
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declined sharply the past year. Do you 
consider it a sound investment? 
J.F., Jersey City, N. J. 

Catalin Corp. of America has 
expanded its operations in recent 
years into additional types of syn- 
thetic resins and plastics. 

Earnings for the first 6 months 
of 1947 were $248,962.85 before 
Federal Taxes, compared with 
$465,384.21 for the corresponding 
period of 1946. In addition to above 
1947 results, holdings of Catalin 
Ltd. stock were disposed of at a 
profit of $62,234.46 after taxes 
and this was added to earned sur- 
plus account. The combined earn- 
ings, therefore, after estimated 
taxes and on a comparative basis, 
are $216,951.45 for the first half 
of 1947, equal to 38c per share, 
compared with $288,538.21 for the 
same period of 1946, equal to 51c 
per share. Sales volume for the 6 
months period amounted to $3,- 
716,777.00, as compared to $2,985,- 
734.00, for the same period of 
1946. The increase took place 
largely in the Liquid Division, as 
well as in Molding Powder Divi- 
sion. The volume in the Cast Resin 
Division experienced a severe de- 
cline, and the reduced volume in 
this Division caused a consider- 
ably smaller over-all profit picture. 
The decline in demand for cast 
resin articles was largely due to ex- 
pectancy on the part of the public 
and department stores of a broad 
decline in prices, which so far has 
not materialized. 

Dividends including extras 
totalled 50c a share up to Septem- 


ber 22, 1947. The quarterly 10c 
dividend was omitted in December, 
1947, 

The longer-term outlook indi- 
cates increased demand for plas- 
tics and synthetic resins, but profit 
margins will probably be narrow. 
The stock cannot be regarded as a 
sound investment. However, it has 
a measure of speculative attrac- 
tion over the long term for inves- 
tors in a position to assume risks 
with a small portion of their 
funds. 

Dresser Industries 


Please report recent sales volume, 
earnings and prospects for Dresser In- 


dustries, Inc. 
R.T., Cleveland, Ohio 

Dresser Industries reported a 
net profit, subject to final audit, of 
$4,400,000 f or the fiscal year 
ended October 31, 1947, equal to 
$3.81 per common share as com- 
pared to $1,037,253.00 or 74c per 
share for 1946. 

Sales for the year were approxi- 
mately $80,000,000 nearly equal- 
ling the wartime peak of $80,944,- 
911 reached in 1945, and far sur- 
passing the $54,783,188 achieved 
in 1946. According to the presi- 
dent of the company, the 1947 
peacetime record profit is a mod- 
est 514% of sales and indicates 
that high volume of sales will be 
necessary in the coming year to 
maintain satisfactory dollar earn- 
ings. This is because cost of mate- 
rial and labor both are increasing 
faster than the prices that can be 
charged for their products. For 
this reason, the profit per unit of 
sales is and may continue to be 
quite small. Larger sales volume 
will be necessary and also more 
efficient methods of manufacture. 

Company produces equipment 
used in drilling, transporting and 
refining crude oil and natural gas. 
The Gas Appliance Division manu- 
factures equipment for gas-fired 
residential, commercial and indus- 
trial] heating and air conditioning. 
The last dividend payment was 
30c a share on December 15, 1945. 
Prospects for 1948 appear favor- 
able. 

(Please turn to page 376) 
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SECURITIES” 


For 1948 Into 1950 





By John Durand 





NOT FOR SALE 
(Value $3.50) 


1949-50. 


of dollars to you. 


PART |—The World Today 


‘a’ —Fallacies of Trend Toward Nationalization by Political 


Direction; 

—Slowing Down of Production . . . Labor Excesses Under 
Socialist- eee Control . Effect of Shortages in 
Skills... . Bureaucratic Unwillingness to Take Respons- 
ibility; 

—Varying Recovery Status of Individual Countries .. . 
Effect of Nationalization on Venture Capital . .. . Con- 
fusion in World Currencies . . . Place of Gold in Chang. 
ing World. 


—THE UNITED STATES 
—Economic Political Scene . . . Election Year Influences 
. . Degree of Inflation to Date .. . Deflationary Aspects 


—Prospects; 
—Dissecting National Income . .. Purchasing Power — 
Staples — Luxuries . . . Gauging Buying Power for 


Stability — for Prosperity — Taxes; 

—Production Hurdles ... AFL vs. CIO — Trend Toward 
Conflict Between Workers and Union Leaders under 
Taft-Hartley Law . . 

—Foreign Aid Program .. . Gearing Productive Machinery 
to Meet Marshall Plan and Domestic Needs . . . Resultant 
Scarcities . . . Possible Trend to Lower Standard of 
Living; 

—The American Dollar—At Home and Abroad . . . Where 
Heavy Capital Expenditures Are Needed—Sale Abroad 
of Outmoded Equipment . . . Export and Import Trade 

. Looking Into 1948-49-50. 


IS year .. . to celebrate our 40th Anniversary . 
finest investment books. You will find it so practical in application . . . so real- 
istically suited to your needs .. . that we believe it will prove a most valuable basis 


for profitable investment in 1948... 


—To Keep What You Have... 


. we are publishing one of our 


for laying out a sound program looking to 


Normally, this outstanding book would sell at $3.50 but we offer it to you as our 
40th Anniversary Gift — with a one year’s subscription to The Magazine of Wall 
Street . . . providing a combination investment service that can be worth thousands 


PART ti—What’s Ahead For The Market 


Where the Market Stands Now—Weighing on Balance 

Bullish and Bearish Factors Cyclical Outlook and 

Potentials; 

Guide to Today’s Market New Forces That Shape 

Movements Duration of Swing volatility volume 
. Cushions and Hazards to Watch; 

Key Technical Barometers Industrial Group Move: 

ments Specific Situations Combining Technical and 

Fundamental Factors; 

Timing Your Buying and Selling — the New Technique 

for Trading and Investing. 


PART Ili—Realistic Investment Approach 


Planning Your Investments for 1948-49-50—Making Your 
Program Flexible Subject to Change as Conditions or 
Situations Warrant; 

Great Selectivity to Prevail . . . Evaluating Companies 
on Economic and Political Stability; Facts on Price- 
Earnings Ratios; Profit Margins; Demand; Competi- 
tion; etc., etc. 

SPECIFIC SELECTIONS FOR YOUR INVESTMENT 
For Security, For Protec- 
tion of Capital; 


—To Make It Grow and Produce .. . To Supplement Your 


Income to Meet Increased Expenses from Every Side; 


-To Take Advantage of Outstanding Opportunities .. . 


For Substantial Price Appreciation . . . To Have Your 
Capital Keep Pace With The Inflationary Spiral. 


—PLUS ... INDIVIDUAL PORTFOLIOS . . . Compiled 


For the Above Objectives As Well As Balanced Port- 
folios Including a Cross Section of ALL Selections. 
































oliday Thought That 


Lives Throughout The Year 


his year give the priceless gift of knowledge ... the key to superior judgment. More than ever it wil 


essential as the basis for making plans in epochal 1948. 


Because of its broad scope, its forthright dependability and sound common sense, no gift you ean give this year will pro 


greater service and compliment the recipient more than The Magazine of Wall Street. 


It will express your esteem ... your interest in his welfare ... and 26 times throughout the coming year serve as a remi 


of your thoughtfulness. Those to whom you give the Magazine of 
Wall Street will turn to it with interest, at first...then with eager- 
ness... because they will find it practical and good, from an invest- 
ment viewpoint ... and because they will be gaining an under- 
standing of domestic and international affairs which they never 
believed could be acquired so easily. 


Give “The Magazine of Wall Street “Fe... 


YOUR BUSINESS FRIENDS AND ASSOCIATES It will form a 
bond of interest between you, promote your business relations. 

YOUR EXECUTIVES AND EMPLOYEES Who will acquire a 
broader grasp of the vast industrial and economic changes. 
You will benefit from the development of their judgment and 
vision. 

YOUR SON AND DAUGHTER It will give them a realistic ap- 
proach, as they go out into the work-a-day world. 

YOURSELF — To “keep ahead of the news” in the world of busi- 
ness and finance . . . and aid you in increasing the safety, 
income,.and profit from your investments. 


sds aie eeaee! Wal This Today. __ - 


tHE MAGAZINE OF WALL STREET 
90 Broad Street, New York 4, N. Y. 


L}] I enclose $12.50. Enter (or extend) my own personal 
subscription for one year, 26 issues. ( [1] $22.50 for special 
2 years subscription, 52 issues.) This will automatically re- 
serve for me a FREE copy of “Selecting Securities for 1948 
into 1950.” 
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Keeping Abreast of Judustrial 


* and Company News ° 





Among many new records being announced for 1947, sales of $212 million by 
International Shoe Company for the fiscal year ended November 30 were largest in the com- 
pany's long history. Production of 54 million pairs of shoes, too, was 14% above 1946. 





With volume almost three times that of 1941, Philco Corporation estimates 
its 1947 turnover at about $215 million, an all-time peak, and anticipates that in 
1948 all over its major divisions will once more go over the top. Incidentally, this 
concern reports that it has retired the last of $9 million bank loans since April. 





From the Pacific Coast comes news that Barker Brothers Corporation has 
delivered about $29 million merchandise in the past twelve months, almost doubling 
its best prewar showing. Substantial home building in that area brightens potentials 
for 1948 also. 1946 sales were $24 million. 





On a single day in December, the 4th, customers of R. H. Macy & Co. bought 
$1.4 million of goods, and for seven days in a row beginning December 6, the company's 
volume never fell below $1 million. In the final tally, there is a chance that the 
fifteen $1 million days of 1946 may have been exceeded. 


New York's department store expansion into suburbs is still under way. Latest 
unit to spread out is Bloomingdale's through the purchase of Ware's store in New 
Rochelle, N. Y. This latter aggressive retailer has an annual business of around $5 
million. 








According to Morris Sayre, president of Corn Products Refining Company, a 
decline in net earninggs in the third quarter to $1.46 per share was attributable to 
the "spiralling price of corn." 1948 profit margins, he hints, may continue to be 
squeezed for the same reason. 





On the heels of Studebaker'’s recent acquisation of Empire Steel Corporation 
comes news that Hudson Motor Car. Co. has leased a tin plant from the War Assets Admin- 
istration. Within four months, Hudson hopes to be turning out a substantial amount 
of sheet steel from this new source. One by one the motor car manufacturers seem to 
be on the alert to make their own sheets. 











Another Government plant to be leased by private industry is the 300 acre 
chemical plant built with Federal funds at Terre Haute, Ind. Charles Pfizer & Com- 
pany is the lessor and will soon be producing penicillin, streptomycin and other fine 
chemicals there to supplement its already much enlarged facilities in Brooklyn and 
Groton, Conn. 





In the current scramble for more adequate supplies of scrap, Bethlehem Steel Cor- 
poration has turned to China, where it has contracted to buy a million tons from the 
Chinese Government for $30 million, including about $18 million for shipping charges. 
If delivery can become a reality, this should prove a good buy, with domestic scrap 
quoted above $40 per ton. 
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While Bendix Home Appliances, Inc. considers it possible that sales of its 
washing machines in 1948 may turn downward by about 10%, it is confident that larger 
sales of ironers and driers should make up for it. Hence it looks for overall volume 
and profits to remain about stable. 





The demand for new Diesel locomotives appears to be insatiable, judging 
from the constant reports of new orders placed. N. Y. Central Railroad has contracted 
for 111 more of these modern engines at a cost of $21 million, dividing the business 
among three leading producers, American Locomotive Co., GM's Electro-Motive division 
and Fairbanks Morse. 











According to Westinghouse Electric Corporation, about 20% of total incandes- 
cent light production in 1947 represented Christmas tree lights, and the supply proved 
short at that. Some 300 million of the small twinklers helped make the brightest 
Yuletide cn record. 





The LIFO (last-in-first-out) method of carrying inventories has not proved 
entirely satisfactory to some manufacturers. Distillers Corporation-Seagrams, for 
example, in reporting a substantial rise in net profits for three months ended October 
51, would have had $3 million less had it not changed back to the old formula in August. 





General Electric Company also has landed a sizeable foreign order for Diesel 
locomotives. This concern will build 95 of these units for the Argentine State Rail- 
ways for delivery within three years, involving a total of araund $18 million. The 
buyer will have to wait until early 1949 before the first locomotive can be shipped. 





Manufacturers of prefabricated homes are patting themselves on the back 
for progress they have achieved in this new industry. They claim to have sold 70,000 
new dwellings of this kind in the last two years, valued at $600 million. It seems that 
80 companies are now in the pre-fab field. 





At long last it begins to look as if the manufacturers of railway cars are 
getting into their expected strides. Last October, 8,300 new freight cars rolled out 
the shops, not far from the 10,000 per month goal set early in 1947. Indeed, when the 
full year figures become available, it may prove that the goal mentioned was reached 
or passed by the turn of the year. 








Hopes of the ship building industry, currently low, have been boosted by 
the special Presidential Committee which has come out with a recommendation that 46 
high quality ships to cost around $600 million be built within the next four years. 





In view of heightened interest in television, news that Phone Vision has 
reached the advanced stages of development by Zenith Radio Corporation is welcome. 
Via the telephone lines, latest run movies and newsreels before long may be available 
in innumerable homes. The telephone company would collect a fee for the service. 





As we go to press, a new form of automobile tires may be ready for its initial 
bow. From Akron comes word that B. F. Goodrich is actually in production of a self- 
sealing tubeless tire with an extra layer of very gummy rubber that does away with the 
need for the relatively frail inner tubes. 


Quite a number of companies celebrated the holiday season with announcements 
of proposed stock split-ups. On January 16, holders of Crow Cork & Seal Company, Inc., 
will vote on a proposal to split their shares 2 for 1 by lowering the par value from $5 
per share to $2.50 and doubling the number of authorized shares. 
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SUMMARY 
MONEY AND CREDIT—Stocks rallied sharply, and bonds 


mildly, owing to more favorable news and easing of tax 
selling. 90-day commercial paper rates lifted to 1!/4%,, from 
former 1!/g%,. Treasury is offering one-year debt certificates 
to yield 11/g°% while rate for 91-day Treasury bills has 
moved up to 0.949%. War-time rates for these borrowings 
were 7%, and 0.318%, respectively. Monetary and other 
inflation controls proposed by both major political parties 
will have little practical effect in curbing the price-wage 
spiral. 
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TRADE—Retail sales hold well above last year in dollar 
totals; but are off moderately in unit volume. October ex- 
ports up sharply, with smaller expansion in imports. 


DEMAND DEPOSITS e 
PAE oe Smenw 


mf XL 


INVESTMENTS IN 
U. S. GOVERNMENTS 


+ 
a 








INDUSTRY—Business activity slips a little after expanding 
to a new all-time high. November average was more than 
7% above like 1946 month. November construction off less peepee ee 
than seasonally from October. Rise in worker efficiency peices ; . 

needed here as well as in Europe. No end to business boom 
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Business Activity slipped back a little during the week 
ended Dec, 13, after expanding to a new all-time peak. 
This Publication’s business index rose to 183.5% of the 
1935-9 average in November, from 180.5 in October, reg- 
istering a gain of more than 7°, over November, 1946. On 
a per capita basis, the index for October was 164.2% of 
the 1935-9 average, compared with 161.0 for October and 
156.0 for November of last year. 


1945 


* 7x x 


Construction expenditures during November, at $1,456 
million, showed a less than seasonal decline of 5% from 
the October peak; but home building reached a record 
monthly high of $525 million. For 11 months, construction 
conan totaled $13.5 billion—26.7% above the like 
period last year, while homebuilding expenditures came to 
$4.3 billion—up 48%, with commercial construction off 5%. 
Construction workers employed in November numbered 1.85 
million—3%, under the post-war peak touched in Septem- 
ber, but 8°%% above November, 1946. 

* * * 

Sermons to Europe about the need for greater produc- 
tion might carry more weight if the U. S. A. would at least 
try to practice what it preaches. In 1940, a bricklayer was 
paid $13.68 a day for laying 1,000 bricks. Today he gets 
$18.96 for laying only 540. Declines in worker efficiency 
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Inflation Factors 




















































































































Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago —_— Harbor 
MILITARY EXPENDITURES—Sb (e) | Nov. 1.04 1.19 1.51 1.55 (Continued from page 367) 
Cumulative from Mid-1940_____} Nov. 361.6 360.6 346.0 13.8 among other building trades range from 36% to 
FEDERAL GROSS DEBT—$b Dec. 17 257.0 257.6 258.7 55.2 44%, with the overall drop in man-day output aver- 
aging 38%. Meanwhile hourly wages have risen 
MONEY SUPPLY—Sb 76%. This means that the Payroll Dollar now 
Demand Deposits—94 Centers. Dec. 10 48.6 48.2 47.0 26.1 b lie dai h of a k 
Currency in Circulati Dec. 17 28.9 289 29.0 10.7 nn er ee ae ere ee ae 
pared with pre-war 1940. 
BANK DEBITS—13-Week Avge. * * & 
New York City—$b Dec. 10 8.05 7.91 7.42 4.26 Realty interests claim that, where there are now 
93 Other Centers—$b Dec. 10 12.80 = 12.71 12.92 7.60 | about four million more occupied housing units 
PERSONAL INCOMES—Sb (cd3) | Oct. 2045 210.9 184.0 102.0 “ in 1940, od number al a, Dwelling 
Selories and Wege Oct. 126.9 126.3 115.2 66.2 Units has declined by two million; because rent 
Proprietors’ Incomes ——___ | Oct. 50.9 48.4 45.3 22.8 control has forced the sale of many houses, or in- 
Interest and Dividend Oct. 14.9 15.0 13.3 10.0 spired owners to convert others to non-residential 
Transfer Payments a a = Me : : : po 3.0 ieee: 
(INCOME FROM AGRICULTURE ct. : A 3 10.1 * * * 
. Department Store Sales in the week ended 
CIVILIAN EMPLOYMENT—m (cb) | Nov. weed ne 578 sis Dec. 13 were 10% above the like period last year, 
Agriculturel Employment (cb) Nov. 8.0 8.6 7.9 8.8 : . ; 
Employees, Meauiatering (tb) | Oct. 15.8 15.8 15.1 13.8 compared with gains of only 9% for four weeks 
Employees, Government (Ib)___|_ Oct. 5.4 5.4 55 4.8 and 8% for the year to date. At New York City, 
UNEMPLOYMENT—m (cb) Nov. 1.6 7 1.9 3.8 sales were up 6%. The largest increase, 29%, was 
t ° 
FACTORY EMPLOYMENT (1b4) es 157 157 150 a reported from nea nnn ae eng was 
steht Meade Oct. 18! 180 174 175 at the bottom of the list with a decline of 1%. 
Non-Durable Goods Oct. 138 139 130 123 . Te , 
FACTORY PAYROLLS (1b4) Sept. 337 323 290 198 On a unit volume basis, sales are running some- 
what under a year ago; because incomes of un- 
FACTORY HOURS & WAGES (1b) organized workers are not keeping pace with climb- 
Weekly Hours Sept. 40.3 39.8 40.3 40.3 ing living costs. Neither are Store Profits. Accord- 
Hourly Wage (cents) Sept. 125.1 123.8 112.6 78.1 . rr ies ates 
Weekly Wage ($) Sept. 50.42 49.21 45.39 31.79 ing to a survey conducted recently by the Nationa 
Retail Dry Goods Association, retailers’ net profits 
PRICES—Wholesale (1b2) Dec. 13 161.4 161.0 139.7 92.2 for the first nine months of 1947 averaged only 3.9 
Retail (cdlb) Sept. 184.9 181.4 164.3 116.2 cents per dollar of sales, against 6.5 cents in the 
COST OF LIVING (1b3) Sept. 163.8 160.3 145.9 110.2 like period last year, despite an increase of 4% in 
Food Sept. 2035 «1965 = 174.1 «113.1, | dollarvolume. = 
Clothing Sept. 187.6 185.9 165.9 113.8 PF P F 
eat Sept. 113.6 12 108.8 107.8 The excess of our Exports over imports for Octo- 
ber expanded to $704 million, from $610 million in 
RETAIL TRADE—$b September; but was still $249 million below the 
Retail Store Sales (cd) a — 10.03 9.33 8.91 4.72 May peak. With characteristic political ambidex- 
Durable Goods ————_____|_ Oct. -7n — _ ee terity, the Government is engaged in subsidizing 
Non-Durable Goods _____.| Oct. 7.64 7.12 6.99 3.58 2 é é 
Dep't Store Sales (mrb)__| Oct. 0.88 0.84 0.82 0.40 | exports with one hand and beckoning for imports 
Retail Sales Credit, End Mo. (rb2)_| Oct. 5.41 5.12 3.88 5.46 | with the other. The idea is to supply dollars to for- 
eigners for purchasing goods here by encouraging 
MANUFACTURERS capital investment abroad and educating Amer- 
New Orders (cd2)—Total__.____| Oct. 257 260 228 18! , b R - ds. There i 
Durable Goods he 290 292 248 221 icans to buy more imported goods. There is one 
Nen-Durable Goeds Oct. 236 240 215 157 important exception, though. The Government has 
Shipments (cd2)—Total Oct. 318 315 244 184 prohibited exports of soft Coal of grades suitable 
Durable Goods Oct. 338 336 262 223 for home heating. P 
Non-Durable Goods Oct. 305 300 231 158 i 
Of course the outcome of continuous capacity 
BUSINESS INVENTORIES, End Mo. exports can only be Inflationary —a mounting 
Total—$b (cd) K Sept. ms 39.2 324 26.7 spiral of wage and price increases. Farm com- 
Manufacturers Sept. 23.2 22.9 18.9 15.2 di i h ke h 
Wholesalers’ Sept. 69 68 5.0 43 modity prices, however, are no longer pacing the 
Retailers’ Sept. 10.0 9.5 8.5 72 advance; but sizeable price increases have just been 
Dept. Store Stocks (mrb}) Sept. 2.2 2.0 2.1 1.4 announced in such items as coal, petroleum and 
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Latest Previous Pre- 
1K Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago _— Harbor 
BUSINESS ACTIVITY—I—pe Dec. 13 166.2 167.0 1537 141.8 |. RAK: 
(M. W. S.)—I—np Dec. 13 186.5 187.3 168.1 146.5 tires. Heavy machinery makers are again inserting 

1%, to escalator clauses in their sales contracts. 
| INDUSTRIAL PROD.—1—np (rb) | Oct. 189 186 182 174 ta “ae 

aver. Mining Oct. 154 153 145 133 ; 
teil Durable Goods, Mfr. Oct. 222 218 214 14] Inflation Controls proposed by both Republi- 

" Non-Durable Goods, Mfr._______| Oct. 173 171 168 141 cans and Democrats are mostly political camou- 
- now 

flage. Th i 

mes CARLOADINGS—t—Total Dec. 13 “« « « «6 CS 
Manufactures & Miscellaneous___.| Dec. 13 403 410 360 379 PORT SAR SAE NILES renee een ee 
Mdse. L. C. L Dec. 13 116 118 124 156 | out hourly wage increases. Neither party dares 
Grain Dec. 13 46 ae 54 43 | endorse such realistic measures. 

shee ELEC. POWER Output (Kw.H.)m | Dec. 13 5,327 5,218 4,778 3,267 - ' ae 

units rganized voters must be ha d at th - 

Hi SOFT COAL, Prod. (st) m Dec, 13 13.5 13.3 13.6 10.8 ie of mauled bread “neuen 

oo. Cumulative from Jan. | __| Dec. 13 590 577 504 446 : <td 

me: Stocks, End Mo Oct. 50.3 48.4 54.9 61.8 | zens trying live on virtually fixed incomes. The 

‘ | recent, so-called “Devaluation” of the Russian 
PF In- PETROLEUM—(bbls.) m | Ruble, which the Treasury has ch terized 
il Code Getant, Galle...) Dee: 13 5.3 5.3 4.7 at | av astlagee leno snl bial er aiiaenscimtsestns 

+ mae oat an Dec. 13 88 87 88 86 merely a thinly-disguised capital levy upon com- 

Fuel Oil Stocks Dec. 13 53 56 56 94 paratively wealthy dissenters in favor of orthodox 

ded Heating Oil Stocks Dec. 13 55 58 64 55 communists, bears an uncomfortably close resem- 
_ = — alias 

e LUMBER, Prod. (bd. ft.) m Dec. 13 545 529 450 632 blance to our own political ideology. 
ais Stocks, End Mo. (bd. ft.) b______.| Oct. 5.6 5.7 4.3 12.6 ae 
veeks As for the proposed Monetary Controls, to 

Nov. 7.25 7.56 6.46 4.96 ; 7 
City, pg ond age _ m Nov. 114 70.2 60.8 74.7 | ‘restore pre-war gold reserve requirements would 
— | still leave our banks with ample excess reserves for 
ne ENGINEERING CONSTRUCTION iia ‘ie + 86 - | almost unlimited credit expansion. To discourage 

= WARDS—S$m (en) ec. li 

Fa — Prom Dec. 18 5,596 5,466 5,133 5,692 mario — a — eer an 
a insignificant effect upon the rate at which our 
MISCELLANEOUS | monetary gold stock is already expanding — up 
ome- Paperboard, New Orders 'st)t............; Dec. 13 162 229 168 165 1 $2.2 billion in the past 12 months! 
ane WoodPulp Stocks, End Mo. (st)t...... Oct. 93.2 94.1 72.4 98.5 | pang 
‘ U. S. Newsprint Consumption (st)t....| Nov. 463 465 399 352 | 
imb- Do., Stocks, a Mo. ml st) t..... — 410 448 458 523 All things considered, no end to the current 
ord- Footwear Production (pairs) m............| Sept. 40.9 39.0 41.7 34.8 | Business B t nied ’ 
“ Motor Vehicles, Factory Sales—t...| Oct. 436 420 392 352 = | ae Romie eppnens to: etn sgh yet 
ona 
ofits b—Billions. cb—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939—100). cd3—Commerce Dept., 
seasonally adjusted monthly totals at annual rate, before taxes. cdib—Commerce Dept. (1935-9—I00), using Labor Bureau and other 
| 3.9 Data. e—Estimated. en—Engineering News-Record. |—Seasonally adjusted Index (1935-9—100). Ib—Labor Bureau. {!b2—Labor Bureau 
the (1926—100). Ib3—Labor Bureau (1935-9—100). !b4—Labor Bureau, (1939—100). It—Long Tons. m—Millions. mpt—At Mills, Publishers, 
ss and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. po— 
oth Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands. 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
cto- 

i No. of 1947 Ind (Nov. 14, 1936, Cl—1!00) High Low Dec. 13 Dec. 20 
ja. Issues (1925 Close—100) High Low Dec. 13 Dec. 20 100 HIGH PRICED STOCKS. 89.87 72.58 82.18 84.16 
the ; 304 COMBINED AVERAGE_____ 148.8 111.5 129.1 133.2 100 LOW PRICED STOCKS_____ 183.14 124. 35 144.37 150.33 
Jex- 4 Agricultural Implements __ 221.0 143.4 199.8 221.0A 6 Investment Trusts __.____.—- 62.8 48. 3 57.6 59.2 
ei It Aircraft (1927 Cl—1!00) 167.1 108.2 136.0 143.9 3 Liquor (1927Cl saben 933.6 592.1 767.5 765.5 

9 6 Air Lines (1934 Cl.—100)._ 636.9 410.3 446.9 450.5 8 Machinery _. Ss s«d'i5S 9.4 123.1 150.8 157.9 
orts 6A 146.0 89.4 90.9 94.4 3 Mail Order ase, 285 84.2 100.6 103.6 
Sin. 14 Automobile Accessories __. 237.4 161.9 198.1 207.2 3 Meat Packing s«éd;'' «WG 84.9 105.2 106.1 

it Automobiles: AS 30.8 38.0 39.7 13 Metals, non-Ferrous _ 196.7 137.4 147.5 158.6 
jing 3 Baking (1926 Cl—100).. 24.1 17.4 17.4b 17.4 3 Paper 44.1 31.3 40.8 42.8 
iii 3 Business Machines 301.6 230.8 258.6 263.4 23 Petroleum 229.9 172.2 219.2 229.9Z 
2 Bus Lines (1926 Cl.—100) 175.0 116.1 149.7 149.0 20 Public Utilities _.. ===> s«d34.4 99.9 104.3 103.4 
one 4 Chemicals a CEG 223.8 242.5 240.3 5 Radio (1927 Cl—100)____ 23.2 16.1 meee 21.3 
- 2 Coale Mining... «2008 14.0 15.1 15.2 8 Railroad Equipment 80.6 55.8 61.6 62.0 
4 Communication case. eS 40.6 44.7 46.0 23 Railroads 27.2 17.0 21.0 22.6 
ble 13 Construction 8S 48.0 63.4 64.2 3 Realty 32.9 19.7 20.8 22.0 
7 Containers = TES | ORT A 826-7 325-7 2 Shipbuilding ______ 116.0 87.4 106.3 113.0 
8 Copper & Brass_.___ ss «'32«9 90.9 100.5 103.1 ce Og | eli S/o 462.9 493.3 516.0 
; 2 Dairy Products ee 5) OOP 54.3 55.8 56.8 3 Steel & tron BEE 90.7 108.8 113.3 
city 5 Department Stores_.____—s- 78.6 55.6 60.6 62.9 3 Sugar 68.2 51.4 55.5 52.3 
ing 5 Drugs & Toilet Articles__.__._ 223.2 149.4 167.1 168.2 2 Sulphur 253.8 211.0 233.9 235.3 
2 Finance Companies 257.1 203.3 212.0 221.1 3 Textiles 143.6 93.8 136.3 140.1 
mn 7 Food Brands _______ 190.4 155.2 167.2 172.8 3 Tires & Rubber. ss 41.4 28.8 31.1 31.7 
the 2 Food Stores == TED 63.6 66.9 67.8 6 Tobacco 87.4 65.2 71.9 69.5 
3 Furniture 94.3 66.1 80.0 79.3 2 Variety Stores === s—s33'42.5 289.1 313.6 315.8 
oh 3 Gold Mining ____—-924.7 712.5 716.6 712.5 19 Unclassified (1946 Cl—100) 108.5 83.7 98.5 101.7 
nd 
A—New HIGH since 1946. Z—New all-time HIGH. b—New LOW since 1945. 
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Trend of Commodities 





Commodity futures were reactionary during the past fort- 
night, under expectations that farmers would market more 
freely after the turn of year and fears of tighter Government 
regulations of speculative trading in consequence of Congres- 
sional interest in the grain markets. The Oklahoma State Board 
of Agriculture estimates that 55°, of the 1947 Oklahoma wheat 
crop is still owned by growers, on the farm or in elevators. Last 
year they were holding 35%, compared with normal year-end 
holdings of 25°. Spot prices, on the other hand, continue to 
soar. The M. W. S. index of raw materials spot prices has just 
made a new post-war high. A few commodity groups have 
already topped the 1920 peak—farm products by 13%, and 
building materials 10%, for example. On the other hand, tex- 


tiles were a third higher then than now, products other than 
farm and food 11% higher, and metals were slightly more 
expensive. Rescuing rains and heavier than expected plantings 
have caused the Agriculture Department to raise its estimate 
of the 1948 winter wheat estimate to 839 million bushels, from 
the 775 million bushels predicted a month earlier. Private fore- 
casters think the actual harvest may be even better than this 
latest estimate, which also helps to account for recent weakness 
in futures. Harvest of all wheat next year may thus approximate 
1.1 billion bushels, against 1.3 billion last year and the 1936-45 
average of 0.89 billion. The 1947 corn crop of 2.4 billion bushels 
was the smallest since the drought year, 1936, and 25%, under 
last year’s yield. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2Wk. I(Mo. 3Mo. 6Mo. 1Yr. Dec.6 
Dec.20 Ago Ago Ago Ago-Ago 194! 


28 Basic Commodities ___ 352.6 352.6 353.3 322.3 299.9 303.2 156.9 
11 Imported Commodities 312.5 306.6 313.3 288.7 272.0 289.3 157.5 
17 Domestic Commodities 381.3 386.1 362.5 346.1 319.5 312.1 156.6 


RAW MATERIALS SPOT INDEX 


Stet 6 ¢T. NOV. 
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14 Raw Materials, 1923-5 Average equals 100 
Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1947 1946 1945 1943 1941 1939 1938 1937 


High ____._. 164.0 1288 958 92.9 85.7 783 65.8 93.8 
low _____ 1264 95.8 93.6 89.3 743 61.6 57.5 64.7 
370 


12 Foodstuffs 
16 Raw Industrials 


Date 2Wk. | Mo. 3Mo. 6Mo. 1 Yr. Dec.6 
Dec.20 Ago Ago Ago Ago Ago 194! 


7 Demesiic Agriculture — 415.6 407.2 395.3 373.7 359.7 310.0 163.9 
444.3 441.3 444.8 403.2 359.3 362.3 169.2 
296.2 292.2 292.2 271.6 261.7 265.0 148.2 








| COMMODITY FUTURES INDEX 


Seer. oct. Nov. OEC. 
180 





DOW-JONES 
COMMODITIES INDEX 
































High ___._. 175.65 127.07 106.41 
Low 


Average 1924-26 equals 100 


1947 1946 1945 1943 1941 1939 1938 1937 
96.57 84.60 64.67 54.95 82.44 


117.54 104.21 93.90 88.45 55.45 46.59 45.03 52.03 
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is Paper Boom Topping Out? 





(Continued from page 353) 


impressive record in recent years, 
improving its finances, bettering 
its operating position, and retiring 
all its funded debt. Expanded and 
improved facilities continue to 
bear fruit: Net income for the first 
nine months of 1947 scored a gain 
of 67% over the preceding year, 
despite inventory reserves of $2.10 
a common share. Earnings for 
1947 are estimated at $13.00 a 
share. The $0.75 quarterly divi- 
dend is likely to be increased and 
supplemented by extras. Outlook 
is favorable. The stock has long 
term appeal. 


Champion Paper and Fiber, one of 
the largest manufacturers of 
white and bookpaper, and a pro- 
ducer of various types of board, 
scored an increase of 74% in earn- 
ings before taxes for the sixteen 
weeks ending August 17, 1947, 
over the preceding year. But after 
a higher tax rate and reserves of 
$0.59 a common share, the gain in 
net dropped to 13%. Earnings for 
the fiscal year ending April 30, 
1948 are estimated at $5.00 a 
share. The quarterly dividend of 
$0.25 may be increased or sup- 
plemented by further extras. 


Kimberley-Clark’s strong and in- 
tegrated position as a leading 
manufacturer of magazine and 
book papers has been enhanced by 
the development of new specialty 
products. This, together with ex- 
panded facilities, price increases, 
and wider profit margins, brought 
about an increase of 83% in net 
income for the first nine months 
of 1947 compared with the similar 
period in 1946. Earnings for 1947 
are estimated at $4.00 a share. 
Quarterly dividends of $0.35 a 
share are indicated. Stock has fa- 
vorable growth prospects. 


Union Bag and Paper is the 
world’s largest manufacturer of 
paper bags, and supplies about one- 
fifth of the country’s require- 
ments. Additional capacity, 
higher prices, and better profit 
margins resulted in an increase of 
140% in net income for the first 
nine months of 1947 compared 
with the similar period in 1946. 
Demand for the company’s prod- 
ucts is expected to remain firm. 
Earnings for 1947 are estimated 
at $8.00 a share. Quarterly divi- 
dends of $0.50 and extras of $0.25 
are expected to continue. Stock 
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has attractive long term pros- 
pects. 


West Virginia Pulp and Paper is 
one of the largest manufacturers 
of white paper, as well as an im- 
portant unit in the kraft field. 
Common stock has been improved 
by the elimination of funded debt 
and a reduction in preferred divi- 
dends. A sharp increase in profit 
margins, together with higher 
prices and greater production, re- 
sulted in more than doubling of 
net income for the nine month 
ending July 31, 1947, over the 
similar period in the preceding 
year. Earnings for the fiscal year 
ending October 31, 1947 are esti- 
mated at $11.00 a share. Dividends 
may increase over the $3.00 paid 
in 1946-47. Outlook continues fa- 
vorable. 


Container Corporation is the 
largest maker of paperboard prod- 
ucts. Wider profit margins, greater 
volumes, and higher prices 
brought about an increase of 67% 
in net income for the first nine 


-months of 1947 compared with 


1946. Earnings for 1947 are esti- 
mated at $10.50 a share. Though 
supplies are more closely ap- 


proaching requirements, prices 
should hold firm, and well main- 
tained profits are likely in 1948. 
Dividends have been liberal, and 
will likely continue so. 


Sutherland Paper is one of the 
largest manufacturers of paraf- 
fined cartons, and is continually 
developing new specialized paper 
container products. Expanded out- 
put, higher prices, and greater 
profit margins resulted in an in- 
crease of 52% in net income for 
the first nine months of 1947 over 
1946, after reserves of $0.39 a 
share. Earnings for 1947 are ex- 
pected to be $7.00 a share. The 
$0.50 quarterly dividend should be 
continued and be supplemented by 
further extras. Stock has appeal 
for long term growth possibilities. 


Gaylord Container is a low-cost 
producer of bags, wrapping paper, 
and shipping containers. Company 
is taking steps to become com- 
pletely integrated. Increased ca- 
pacity, higher prices, and better 
profit margins resulted in net in- 
come more than doubling for the 
first nine months of 1947 over 
1946. Earnings for 1947 are ex- 
pected to be $4.00 a share. The re- 
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cently increased $0.3714 quarterly 
dividend is expected to continue. 
Long term outlook is promising. 
The stock has moderate specula- 
tive appeal. 





Growth Potentials Of 
Natural Gas Industry 





(Continued from page 361) 


the underground wealth of oil, a 
goal that the petroleum industry 
has been constantly trying to 
achieve. 


By hydrocarbon chemistry, nat- 
ural gas (together with coal and 
petroleum), makes possible the 
production of carbon tetrachloride, 
butadiene, and other synthetics; 
of resins, paints, varnishes, and 
protective coatings; of shrink- 
proofers, waterproofers, wrinkle- 
proofers, and rustproofers; of in- 
secticides, detergents, and emulsi- 
fying agents; sulfa drugs and 
ethers; fertilizers; plumbing, pip- 
ing, furniture, and upholstery for 
home and industry; clothing and 
fine fabrics ; cosmetics, dentifrices, 
and perfumes; explosives and 
smokeless powder ; hosiery, shoes, 
and luggage, etc. It also has valu- 
able uses in leather, textile, and 
tobacco industries. 


Many Novel Uses 


In addition to the countless 
chemical uses of natural gas and 
its derivaties, as explained above, 
there is an entirely new use for it 
in the field of year-around air con- 
ditioning units. These have been 
tested and proved their worth. 
Practically every well-to-do home 
in the country is a potential cus- 
tomer for this new and growing 
branch of the natural gas industry. 


What of the future? 


Annual consumption of natural 
gas is running at the rate of 514 
trillion cubic feet a year. Based 
on proven reserves, which are 
steadily increasing, a tentative 
supply of 3 3years is indicated. Of 
the 48 states, 37 have natural gas. 
Reserves are located as follows: 
1% in the Rocky Mountain area, 
3% in the Appalachian area, 9% 
on the west coast, 15 % in the 
ws and 72% in the South- 
west. 


Although industrial and com- 
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mercial sales of natural gas ac- 
count for 65% of total volume, be- 
cause of lower rates this load ac- 
counts for only one-third of dollar 
receipts, compared with domestic 
business which accounts for only 
28% of volume but 55% of total 
revenues. 


The fuel shortage that devel- 
oped in recent years is continuing 
and is expected to remain tight 
until 1951. With coal, coke, and 
fuel oil prices almost 50% higher 
today than their base year of 
1935-39, more and more cities are 
turning to natural gas for relief, 
particularly since natural gas is 

% lower in price than its base 
year of 1935-39. 


With demand about twice as 
great as supply, the future growth 
of the natural gas industry is a 
foregone conclusion. Earnings of 
natural gas companies have been 
increasing at a much faster rate 
than those of other utility divi- 
sions. This made them vulnerable 
to excess profit taxes during the 
war. But with the repeal of EPT 
in 1946, income of natural gas 
companies reached an all time 
high. In 1948 new peaks will prob- 
ably be established. 


The natural gas industry is un- 
der the stringent regulation of the 
Federal Power Commission. No 
doubt pressure will develop for a 
lowering of rates. Earnings of nat- 
ural gas service companies are 
limited to 6% on property valua- 
tion. These factors may somewhat 
dampen the long term outlook for 
the industry. But with a con- 
stantly increasing market and 
with a broadening of the earnings 
base by means of large scale con- 
struction of new transmission and 
distributing lines, the future of 
the natural gas industry is dis- 
tinctly promising. 


Market Action 


The market action of natural 
gas stocks has been substantially 
better than the average. Although 
they reacted in line with the gen- 
eral market in the 1946 break, 
their recovery has been rapid and 
the better issues are within 
shooting distance of their former 
highs. Because of their assured 
dividends, good yields, favorable 
earnings outlook, and attractive 
long term prospects, natural gas 
stocks offer investors distinctive 
possibilities. Following is a brief 


review of the leading companies 
in this field: 


Consolidated Natural Gas, serv- 
ing the eastern areas, is a con- 
servative issue. Expanding de- 
mand and increased pipe line con- 
struction likely boosted earnings 
to $5.00 a share for 1947, com- 
pared with $4.62 in 1946. Expan- 
sion should continue well into 
1948. The $2.00 dividend appears 
secure and may be increased dur- 
ing the year. Favorable earnings 
prospects render the stock appeal- 
ing. 


El Paso Natural Gas serves the 
important copper industry in 
Texas, which accounts for 41% of 
revenues. Activity should continue 
high over the coming months. In 
1947, company began natural gas 
deliveries to the Pacific Lighting 
group in California. This is ex- 
pected to increase earnings for 
1948 by $2.00 a share. Last year 
earnings probably jumped to $5.00 
a share from $3.77 in 1946. The 
$0.60 quarterly dividend is secure 
and may be raised in 1948. The 
stock has considerable appeal. 


Lone Star Gas benefited from 
the expanding gas business in 
north-central Texas and southern 
Oklahoma. An additional boost is 
given earnings by the company’s 
oil division. Company recently em- 
barked on an extensive five year 
construction program. Earnings 
for 1947 are estimated at $1.75 a 
share, compared with $1.24 in 
1946. The $1.00 dividend appears 
secure. Long term prospects are 
promising. 


Oklahoma Natural Gas’ reve- 
nues should continue to increase 
in view of the well sustained resi- 
dential business in the area it 
serves. Indicated earnings for 1947 
are well over $3.00 a share as 
against $2.70 in 1946. The $2.00 
dividend is adequately covered and 
affords a liberal yield. 


Panhandle Eastern Pipe Line 
has an extensive pipe line system 
from the Texas-Oklahoma-Kansas 
gas fields to the important Detroit 
area. Facilities are being further 
expanded. Higher costs and ex- 
penses may cut down profit mar- 
gins but 1947 probably brought 
in earnings of $4.50 a share, com- 
pared with $4.40 in 1946. The $3.00 
dividend gives a generous yield 
and should continue. Longer term 
prospects are favorable. 
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Another Look At Consoli- 

dated Edison, Air Reduction, 

Western Union, Pennsylvania 
Railroad 





(Continued from page 359) 


directions, a development that 
eventually may more than offset 
a declining sales trend in welding 
gases. For the long pull, in our 
opinion, the stock has growth 
appeal. 


Pennsylvania Railroad Company 


So much _ publicity, almost 
wholly on the dark side, has 
poured forth in relation to the 
operations of this century old rail- 
road that it seems almost super- 
fluous to review the company’s 
tough plight. Though total reve- 
nues exceeded all previous peace- 
time records in 1947, a huge in- 
crease in expenses, mostly for 
higher wages, pinched net income 
into the red both in 1946 and in 
the first nine months of 1947. 
While the loss in the latter period 
tended to shrink compared with a 
year earlier, income still fell short 
of covering fixed charges by about 
4%, without allowing for custom- 
ary contingent charges. 


Unbroken Dividend Record 


To maintain its long unbroken 
dividend record, this proud old 
railroad paid a modest dividend of 
50 cents per share in 1947, al- 
though it had to draw upon earn- 
ings from former years. Appre- 
hension over the company’s ability 
to continue this moderate liberal- 
ity rather naturally depressed the 
price of its shares, until a few 
weeks ago a low of 1514 repre- 
sented less than a third of the 
4714 high registered in 1946. 
More recently the shares have ad- 
vanced a few points, but even so 
the current yield is only 2.8%, 
and practically a minor factor. The 
big question is whether Pennsyl- 
vania can pull itself out of the hole 
in 1948 and gradually restore its 
former status as one of the most 
dependable dividend payers in the 
railroad industry. 


While the road has accumulated 
a surplus of more than $200 mil- 


lion through past decades, and a . 


50 cents per share dividend re- 
quires only about $6.5 million, it 
is rational for shareholders to feel 
that the company cannot indefi- 
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nitely live on its fat. Fortunately, 
perhaps, the management itself 
has expressed considerable optim- 
ism over improved results in 1948, 
though without pinning them- 
selves down to definite approxima- 
tions. For a fact, though, the com- 
pany has been struggling hard to 
effect operating economies for 
more than two years, and has re- 
cently announced that their ef- 
forts should reap rewards in 1948. 
In doing an annual business close 
to $1.5 billion, it can be envisaged 
that an improvement of $15 mil- 
lion in net would amount to only 
1%. Should this be achieved, the 
1947 loss would be wiped out and 
enough left to cover the 50 cents 
per share dividend. 


All depends upon whether the 
railroad unions will insist on fur- 
ther substantial wage boosts that 
would offset gains in operating ef- 
ficiency, though if requests for in- 
creased freight rates are granted, 
higher wage costs might be ab- 
sorbed. The big question, in other 
words, is development of the 
wage-cost-rate equation. 


Broadly viewed over a term of 
years it seems inconceivable that 


the Interstate Commerce Commis- 
sion will permit the earnings of 
this vitally important road to lag 
around levels that might preclude 
maintenance and betterment of its 
essential services. Government 
agencies, though, are notoriously 
reluctant to take appropriate ac- 
tion without prolonged delays. In 
view of the vast experience of the 
Pennsylvania management and 
the importance of this to our econ- 
omy, it seems more than likely 
that its earning power soon must 
and will be restored to more rea- 
sonable proportions. 
Western Union 

Telegraph Company 


A waiting attitude rather than 
worry seems to be characteristic 
of many holders of stock in this 
virtual monopoly of domestic tele- 
graph and important unit in the 
field of international communica- 
tions. While threats of a second 
major strike within two years re- 
cently caused hardly a ripple in 
the price for Western Union 
shares, a sharp uptrend in 1947 
net earnings was accepted with 
considerable stoicism in the stock 
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market likewise. Since the shares 
have paid no dividends for the 
past two years, they dragged 
along in the speculative class 
within an approximate price range 
of 2634-17 during 1947, and at 
present are close to 20. In 1944 and 
1945, when $2 annual dividends 
were paid, the stock never fell be- 
low 41 and reached a top of 56. 
Despite reported net earnings 
equal to $6.16 per share for nine 
months ended September 30, 1947, 
investors seem to view this excel- 
lent showing with some indiffer- 
ence. 


Accountable in part for the lack 
of greater market strength of 
Western Union shares is the seem- 
ingly transient character of part 
of the 1947 earnings due to the 
fact that during the second quar- 
ter, the company benefitted sub- 
stantially from the A.T.&T. strike 
that forced a lot of additional traf- 
fic over the telegraph lines. But 
what seems to have been consider- 
ably overlooked is the fact that 
aside from that advantage, the 
company was able to make a very 
good showing for itself thereafter. 
Net earnings in the September 
quarter alone came to $1.07 per 
share and as $1 per share was 
earned in the quarter prior to the 
telephone strike, it looks like nor- 
mal annual earnings of around $4 
per share. If this proves true next 
year, it is quite possible that divi- 
dends may be resumed and this 
could make the shares seem rea- 
sonably priced around 20. 


What adds attraction to the 
shares for a long term pull is the 
far-sighted policy of the company 
to streamline all of its operations 
until a “push button” basis is 
achieved. This program is now 
well under way and eventually 
shoud result in major cost savings 
all along the line. By the aid of 
radio relays, the intention is to 
ultimately do away with all the ex- 
pensive and easily damaged pole 
lines now in use. At the touch of 
a finger a message will be auto- 
matically transmitted and chan- 
nelled to its final destination any- 
where, even to a roving automo- 
bile that could deliver it to house- 
holders near at hand. These pro- 
posed improvements are past the 
blueprint stage and along with 
others equally interesting promise 
well for the company’s long term 
progress. Quite reasonably, they 
lend speculative attraction to 
Western Union shares at current 
prices. 
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Gold and Silver 





(Continued from page 341) 


where the export of gold bars has 
been banned, is reported making 
overseas shipments of “gold statu- 
ettes” to circumvent the govern- 
ment ban. England which has a 
similar prohibition, continues ex- 
ports of bars of less than monetary 
fineness, classified as semi-refined 
or semi-processed gold. Heavy pre- 
miums are still paid in the Bal- 
wor the Middle East and the Far 
ast. 


While the world at large com- 
plains about the shortage of gold, 
at home we are worried about our 
embarrassingly growing hoard of 























Silver Production of the 
United States (a) 
(in thousands of ounces) 
Domes- 
tic(b) Foreign _—— Total 
1942 54,486 59,966 114,452 
_.. 44,812 51,295 96,107 
sic SEytO 39,341 76,711 
spss RO 38,786 68,118 
. 2,153 3,654 5,807 
1,495 2,501 3,996 
1,535 2,048 
1,126 1,470 
1,089 1,498 
os 1,739 2,802 
uly = ES e6 2,293 3,688 
August ....... 2,583 2,783 5,366 
September _.. 2,993 3,500 6,493 
October ...... 2,940 2,699 5,639 
November .... 2,561 4,000 6,561 
December .... 2,925 3,452 6,380 
Year... 21,377 30,371! 51,748 
1947— 
January ....... 2,464 4,136 6,600 
February 3,713 3,883 7,596 
March ..... 3,250 2,843 6,093 
Apr) 5. 25780 3,743 6,473 
Moy... BE96 3,347 7,243 
June 2,746 2,866 5,612 
july. 1,924 1,738 3,662 
August ....... 2,594 3,391 5,985 
| ie 23,317 25,947 49,264 
(a)—The separation between silver of 
foreign and domestic origin on the basis of 
refined bars and other sino forms is only 
approximate. 
b)—Includes purchases of crude silver 
by the U. S. Mint. 
Source: American Bureau of Metal 
Statistics. 




















the yellow metal. It rose steeply 
between 19389 and 1941, from 
about $17.5 billion to $22.8 billion 
reflecting the capital flight to the 
U.S. and foreign buying in this 
country following the outbreak of 
the European war. Between 1941 
and 1945, it dropped to $20 billion 
as gold left the country in con- 
nection with Lend-Lease and war 
operations. New production dur- 


ing this period was predominantly 
added to foreign holdings and 
hoards. 


The return flow, back to the U.S. 
began during the second half of 
1946 when our gold stock began to 
swell once more as foreign nations 
cut into their gold reserves to ob- 
tain dollars for payment of their 
heavy purchases of American 
goods. With the world depending 
on our goods, the end of this re- 
turn flow appears not yet in sight. 
So far it has brought our gold 
stock close to the 1941 peak level 
and in recent weeks has gained 
momentum through large ship- 
ments from England and other 
European countries, principally 
for the purpose of restoring their 
dollar balances. This heavy in- 
flow, incidentally, apart from its 
necessitous nature, seems also to 
reflect abandonment of former 
fanciful ideas abroad about an 
early increase in the American 
gold prices or other measures to 
“redistribute” our gold stock. The 
world apparently has become rec- 
onciled to official American deter- 
mination not to tamper with the 
gold price at this time. 


Gold Influx Is Major Concern 


Our major concern, at present, 
is to prevent the gold influx from 
aggravating inflation at home. The 
constant influx is steadily adding 
to our bank reserves and broadens 
the entire credit base of the coun- 
try, counteracting any efforts to 
fight inflation by tighter credit 
controls. To avoid this, steps to 
“neutralize” some of our gold 
hoard have recently been pro- 
posed. One plan, proposed by Re- 
publicans in Congress, contem- 
plates increasing the gold backing 
required for Federal Reserve notes 
and deposits, from 25% each on 
deposits and currency to 35% on 
deposits and 40% on currency. 
But while such a move would “neu- 
tralize” about $6 billion of excess 
gold, it would still leave enough to 
take care of any foreseeable credit 
expansion needs, and more. If 
adopted, it may have some psych- 
ological but little immediate prac- 
tical effect, though it would serve 
to emphasize the soundness of the 
dollar, backed by gold as no other 
currency. 


Also, the Treasury is thinking 
of reviving the gold sterilization 
program that was used back in 
1936-37. Under this plan, the 
Treasury would offset the effects 
of gold imports by selling special 
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bonds to the banks and transfer- 
ring the proceeds to an inactive 
account. None of these ideas has 
definitely crystallized but there is 
a good chance that something 
along such lines will be done. 


Other potential moves have un- 
doubtedly been discussed by finan- 
cial and monetary authorities and 
according to rumor, the range of 
discussion has even included res- 
toration of the gold standard by 
bringing gold coins back into cir- 
culation. As the world’s Midas, we 
probably could afford losing in 
this manner perhaps four to six 
billion dollars of our gold hoard. 
While private domestic demand 
for gold initially might be heavy, 
chances are that the hoarding in- 
clination would quickly subside 
with a free gold market though 
private foreign demand conceiv- 
ably might make itself felt for 
some time. This however is merely 
conjecture, for there is nothing at 
this time that would even re- 
motely point to the probability or 
possibility of early restoration of 
the gold standard in this country. 
The near term prospects, in short, 
favor no tampering with gold or 
the gold price, apart from possible 
“sterilization” measures as indi- 
cated above. 


Still and all, the place of gold in 
the future scheme of world mone- 
tary affairs is well defined; di- 
rectly or indirectely it will pro- 
vide the cover for the stabilized 
currencies that sooner or later 
must replace today’s deteriorated 
monetary units in many countries. 
Gold will play an important role 


not only in currency reform, but ° 


in maintenance of currency sta- 
bility thereafter. 


Silver Outlook Less Clear 


In view of widespread demone- 
tization moves abroad, the outlook 
for silver is at this time less clear. 
The steady demonetization of sil- 
ver coinage—by Britain, India and 
Australia this year— has been 
countered to some extent bv re- 
monetization on the part of Mex- 
ico which to that end has pur- 
chased two million ounces from 
Mexican mines. This served to bol- 
ster downtrending prices which 
have fluctuated rather widely in 
recent months. 


High silver prices have set in 
motion, as after World War I, a 
wave of demonetization, thus the 
use of silver for coinage may con- 
tinue to drop in future years un- 
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less remonetization is undertaken 
on a large scale. Substantial quan- 
tities of silver are known to hang 
over the market in accumulations 
by various governments, repre- 
senting silver withdrawn from 
coinage. Together with lack of ac- 
tive support by the U.S. Treasury, 
this has tended to create a good 
deal of bearishness regarding the 
market for the white metal. U.S. 
purchase policies and prices un- 
doubtedly will continue a major 
factor in the silver price trend, 
but the free play of demand and 
supply suggests a long-term down- 
trend in open market levels. True, 
consumption in the arts and indus- 
try is high, considerably above 
prewar, but overall demand is now 
just about in balance with supply. 


Were silver prices to drop con- 
siderably, different vistas might 
open. It might be a distinct spur 
to remonetization in such coun- 
tries as India and China, tradi- 
tionally the world’s largest users 
and hoarders of silver. India, it is 
estimated, would readily absorb 
some 50 million ounces even today, 
if the Government made foreign 
exchange available for its pur- 
chase. Though silver importation 
has been embargoed, hoarding 
continues strong and in view of 
today’s unsettled political condi- 
tions in India would undoubtedly 
be even heavier, were enough sil- 
ver available. The possibility of 
eventual removal of the embargo 
cannot be ruled out. Such a step 
would be a distinct boost for sil- 
ver and the silver market. 


China, forced off the silver 
standard by our Silver Purchase 
Act of 1934 has since been using 
paper currency which is now vir- 
tually valueless. Reintroduction of 
silver into the Chinese currency 
system is a vital need to revive 
faith in the monetary system and 
a prerequisite to efforts to revital- 
ize China’s production and com- 
merce, but the task of establishing 
a stable monetary system will be 
great. Some estimate that the in- 
jection of some 400 million ounces 
of silver might go a long way 
toward creating stability but such 
an amount could hardly be ac- 
quired in the open market with- 
out driving the price too high. The 
danger is that coins issued might 
rapidly disappear from circulation, 
nullifying the primary intention 
behind any stabilization move. 


All this considered, the outlook 
for silver as a monetary metal 
must necessarily remain obscure. 


Barring remonetization on a 
larger scale, the long term produc- 
tion trend is likely to be down- 
ward.. 





Investment Audit Of 
Abbott Laboratories 
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growth will not continue, and 
Abbott could easily expand its 
facilities from time to time if 
conditions warranted the move. 
Since the company’s net margin, 
recently around 19%, is only 
slightly higher than in prewar 
years, it is reasonable to assume 
that it may continue to bear a 
similar relationship to volume. In 
other words, in terms of earnings 
upon the present capitalization, 
it looks as if shareholders could 
count upon per share earnings of 
not less than $4.50 and perhaps up 
to $6.50 during the near term 
years. 


On the score of dividend liber- 
ality, there is a good deal to be 
said for the Abbott policies, be- 
cause for many years past they 
have led to distribution of a gen- 
erous share of earnings to stock- 
holders and are continuing to do 
so. While the conservative man- 
agement has held the regular 
dividend rate to modest propor- 
tions, it has in all but three of the 
past nineteen years declared ex- 
tras. Nor is that all by any means, 
for repeated stock split-ups have 
compounded dividends on an im- 
presive scale and capitalized the 
company’s long-term growth. It 
is interesting to note that in view 
of the stock changes that oc- 
curred (stock dividends and split- 
ups), Abbott shares have in- 
creased more than 700% over 
their market value in 1929, on a 
per share basis. As matters now 
stand, 1,867,907 shares of no par 
common constitute the sale capi- 
tal issue, for the company retired 
the last of its preferred last year 
and has no funded debt. Total 
dividends of $3.25 have been paid 
during 1947, providing a yield of 
about 414% at recent price of 
74, 


Balance Sheet Items 


Turning to the comparative 
balance sheets of 1940 and 1947, 
shown in the appended table, the 
changes in the various items are 
impressive. Working capital, for 
example, has increased by $19.4 
million, or almost threefold dur- 


279 











aay sate 


ing the six-year period, although 
Abbott’s bank borrowings de- 
clined slightly during the inter- 
val. An expansion of $12.6 million 
in inventory values looms large on 
the face of it, considering inven- 
tories in the earlier years were 
only $4.5 million. Measured by 
1946 sales of $54 milion, however, 
the increase in inventories was 
fully warranted, indicating a 
turnover about every four 
months. 


To guard against fluctuations 
in exchange rates on foreign busi- 
ness and other contingencies, Ab- 
bott set up a special reserve of 
$2 million Jast year and may be 
expected to enlarge this item 
further. Though the current ratio 
declined from 6.6 to 3.2 during 
the period under review, the com- 
pany remains in an eminently 
sound position, with holdings of 
cash and marketable securities 
exceeding all current liabilities— 
with $4 million to spare. 


Altogether, Abbott Laborator- 
ies present a picture of financial 
strength and sound growth. The 
rapid rise in postwar sales and 
profits appears based upon con- 
structive factors of a rather 
permanent character, and the 
company’s outlook for the inter- 
— term is decidedly favor- 
able. 


This necessarily means, also, 
the company’s stock, character- 
ized by a record of 21 years of 
favorable investment aspects for 
uninterrupted dividend payments. 
The investment quality of the 
stock finds expression in a rela- 
tively high price-earnings ratio of 
about twelve to one and in the 
414% yield at current price 
which, while satisfactory, is not 
particularly high under today’s 
market conditions though in line 
with the return currently avail- 
able on high quality equities. 


Despite the stocks investment 
stature, examination of the an- 
nual price ranges shows consider- 
able price volatility in several 
years during the past decade, and 
particularly in 1946 when the 
high of 91 contrasted with a low 
of 4114. Which only goes to prove 
that even investment type equi- 
ties are not without substantial 
market possibilities. 


At present price of around 75, 
the stock is at about the half way 
mark between the high and low 
for 1947. In view of the com- 
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‘pany’s well defined growth poten- 


tials over the longer term and 
the prospect of well maintained 
earnings and dividends over the 
nearer term, the stock holds un- 
doubted attraction both from an 
investment standpoint as well as 
for long term appreciation. 





Answers to Inquiries 





(Continued from page 364) 
Reynolds Spring Company 
Please furnish information as to re- 
cent sales, earnings and prospects for 
Reynolds Spring Co. 
C.E., Seattle, Wash. 
Reynolds Spring Co. for the fis- 
cal year ended September 30, 1947, 
reported net sales of $13,039,068 
compared with $6,640,521 in the 
preceding fiscal year. Net profit 
was $564,342, equal to $1.91 per 
share on the common stock out- 
standing, compared with a net loss 
of $962,377 for the 1946 fiscal 
year. 


Company is making favorable 
progress with the program of con- 
solidation of operations and future 
improvement of earnings is in 
prospect. Indications are that re- 
sults from operations during the 
quarter ended December 31, 1947, 
will be good. 


A new five year term loan, ef- 
fective in early December 1947, 
has been negotiated with a group 
of four banks. The plan antici- 
pates payment of the outstanding 
short term bank loans. A restate- 
ment of the September 30, 1947 
balance sheet figures giving ef- 


fect to the new loan, develops cur- - 


rent assets of approximately $3,- 
361,000, current liabilities of ap- 
proximately $1,646,000 and work- 
ing capital of $1,715,000 The com- 
pany’s financial position is 
strengthened as result of the new 
arrangement. 


Reynolds manufactures cushion 
springs for automobiles, furniture 
and car seats, etc. The last divi- 
dend payment was 25c a share on 
December 31, 1945. 





For Profit And Income 





(Continued from page 363) 


inghouse Electric, Minneapolis- 
Moline, Hudson Motor, Southern 
Pacific, Joy Manufacturing, Indus- 
trial Rayon, Dixie Corp., U. S. 
Rubber, Illinois Central, National 
Supply, Dresser Industries and 
Ruberoid. 





Commodity Price Trend 





(Continued from page 350) 


On the other hand, we cannot over- 
look the fact that the banking fra- 
ternity is becoming increasingly 
concerned over the unsoundness 
of the present price structure and 
that the tightening of credit has 
begun; this may be important 
eventually but is unlikely to be a 
price depressing factor of conse- 
quence in the first quarter of 1948. 
Such price easiness as may de- 
velop in the first quarter of 1948 
is likely to prove only temporary. 
The underlying price trend, we ex- 
pect, will continue upward. But it 
may not have much longer to go. 
To no little extent, the world food 
situation holds the key. If it im- 
proves by next Summer, as seems 
possible now, we believe that 1948 
will definitely mark the peak of the 
post-World War II inflation. 





Economic Facts 
As We Face 1948 





(Continued from page 339) 


and more by the high cost of living 
and they find it difficult to main- 
tain their living standards. Their 
ability to do so, except by buying 
more on credit, depends on the 
amount of their accumulated sav- 
ings and their willingness to draw 
on these savings. The problem 
will not be eased by a third round 
of wage increases, for only a part 
of the population will receive its 
benefits. The people who in the 
end will profit most are those who 
profited from the first two rounds, 
chiefly the farmers, for the wage 
benefits were quickly eaten up by 
higher food prices. The workers 
themselves enjoyed no lasting ad- 
vantage, hence the new wage de- 
mands. This time, too, they will 
come out behind, just as they did 
after the first two rounds. 


In spite of this, we can expect 
consumers’ expenditures to con- 
tinue high so long as employment, 
and thereby consumer income, re- 
mains high, though there may well 
be some levelling off as consumers 
not benefitting from wage in- 
creases wil be forced to further 
curtail their expenditures. The 
fact is that while most groups of 
our population have been getting 
their slice out of the boom, the re- 
spective slices have been quite un- 
even. And the pinch of high living 
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Investment Program 
- Provided by THE FORECAST 
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In these inflationary markets when the investment action 
you take is vital to preserving and building capital and 
income ... we suggest that you turn to THE FORECAST 
just as you would consult your lawyer, doctor, architect, 
etc., for professional advice. FoRECAST SERVICE will pro- 
vide you with the essentials you need in conducting a 
sound investment program. 


1. When to Buy and When to Sell 


Qur weekly market forecast . . . with chart of daily 
action . .. projects the trends and basic forces at work. 
Definite market advice is then 
given which you can apply to 
your independent holdings and 
to our recommendations. In- 
cluded . . . with graphs... 
are Dow Theory Interpreta- 
tions of Major and Intermedi- 
ate Trends; also of our special 
Market - Support Indicator 
measuring supply and demand. 
The latter warned of the 1946 
break on July 15...six weeks 
ahead . . . and has gauged 


1947’s selective movements. 


five years ago; 














spuraire’ 
Our to you of satisfactory 


service is based on... 


—Our 1600% growth in clientele since the 
new lower priced Forecast was announced 


—Our staff and facilities; 
—Our outstanding record .. . 
better than the market; 
—Our more than 30 years experience; 
—Our high renewal percentage. We want to 
serve you so you will make The Forecast a 
permanent part of your investment program. 


3. Programs Fitted to Your Needs 

Securities selected are carried under our continuous 
supervision in specialized programs suited to your capi- 
tal, wishes and objectives. There are programs for: (a) 
Security of Principal and Income Plus Appreciation; 
(b) Primary Capital Building... Plus Secondary Income; 
(c) Dynamic Market Profits ... Through Selected Low- 
Priced Situations. Each program comprises a fixed num- 
ber of securities and it is our aim to have you contract or 
expand your position as we anticipate pronounced market 
weakness or strength. Sound selection and proper timing 

keynote FORECAST SERVICE. 


4. Continuous Consultation 


You are welcome to consult us 
. .. by mail or by wire... on 
securities in which you are in- 
terested . . . as many as 12 at 
a time... to place and main- 
tain your portfolio on a sound 


consistently basis. We will advise you what 
to hold .. . switch . . . or close 
out. 





A Plus Service . . . These con- 








2. Definite Advices on Intrin- 


sultation privileges alone can be 





sically Sound Issues 


All recommendations must meet our rigid evaluating 
factors in regard to: (a) Industrial Position and Poten- 
tials; (b) Financial Strength; (c) Proven Earning 
Power; (d) Good Yields Amply Supported by Earnings. 
Of course, special situations are advised with emphasis 
chiefly on price appreciation. Technical as well as funda- 
mental factors are carefully considered as it is our stead- 
fast policy to have you strategically time your commit- 
ments. This overall analysis is fully applied to all 


worth hundreds and thousands of 
dollars to you in concentrating in profit leaders . . . in 
stable investment situations . . . in avoiding laggards .. . 
in keeping your position adjusted to the market’s out- 


look. 


Enroll NOW to receive Our 4-Point Investment Pro 
gram especially geared to today’s markets. At this time 
also, you will have the advantage of our Special Offer 
of Free Service to February 1, 1948. So we suggest that 





























selections ae bonds and preferreds as well as you enroll today using the coupon below. 
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eS == FREE SERVICE TO FEBRUARY I, 1948 ee a 
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Hew Year | THE INVESTMENT AND BUSINESS FORECAST | 
| of The Magazine of Wall Street, 90 Broad Street, New York 4, N. ¥. | 
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costs centers chiefly on food 
prices, hence it is in this area 
where corrective action should be- 
gin. If we are to return to a set of 
price relationships somewhat re- 
sembling that which existed be- 
fore the war — though necessarily 
at a considerably higher average 
level of prices — the prices for 
farm products must fall. But the 
prospect is just the opposite. 


Due to the weather, farm pro- 
duction is dropping at a time when 
demand for food remains sky- 
high. This spells higher, not lower 
prices in the months ahead, and 
higher, not lower grocery bills for 
the consumer, especially so long as 
Washington prefers to duck the 
inflation issue as they quite obvi- 
ously do. Higher food prices in 
turn are likely to produce definite 
shifts in consumer’ spending; 
more wage dollars going into food, 
less for other things. This is some- 
thing for the businessman to 
ponder. But as long as aggregate 
national income remains high, 
overall consumer spending will 
likewise be high, though savings 
will continue to decline as more 
and more of income will be needed 
for necessities. 





Export Outlook For 1948 





(Continued from page 347) 


This list includes jewelry, cos- 
metics, furniture and household 
furnishings, watches, radios, 
phonographs, moving pictures, 
cameras, films, silk and nylon hos- 
iery, fountain pens, leather goods 
and alcoholic beverages. More es- 
sential goods likely to be affected by 
the recent import restrictions im- 
posed by Canada, Australia, New 
Zealand, South Africa, Great Bri- 
tain, Belgium, Sweden, France, 
Brazil, Chile, Colombia, Argentina, 
Brazil and Mexico include electri- 
cal household appliances (refrig- 
erators washing machines, sewing 
machines, ete.), household fixtures 
(bathtubs, ete.), office appliances, 
wearing apparel, cotton and woolen 
textiles, tires, some paper prod- 
ucts including kraft paper, certain 
pharmaceuticals, tobacco raw and 
manufactured and both fresh and 
canned vegetables and fruits. 


The restrictions on passenger cars 
and some industrial machinery are 
generally regarded as temporary. 
While the exports of passenger 
cars to some of the markets will 
undoubtedly shrink when the im- 
port restrictions are fully en- 
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forced, the other markets are still 
taking so many cars that the auto 
makers should not find it difficult 
to dispose of the part of their pro- 
duction allocated for export. 


Many other commodities may be 
considered ‘“‘vulnerable” because 
their present exports are out of 
proportion with pre-war figures. 
We have been exporting them 
largely because they were not ob- 
tainable elsewhere. In this cate- 
gory belong foodstuffs, grains, 
flour, coal, steel mill semi-manu- 
factures, naval stores, farm equip- 
ment, electrical appliances, fer- 
tilizers, railway equipment and 
cargo ships. Since most of these 
products are either in short sup- 
ply or should be helped by the Mar- 
shall Plan, their future exports are 
difficult to foresee. The exception 
are the exports of merchant ves- 
sels which should decline from the 
present level. The recent export 
trend of some of the products af- 
fected by import restrictions (dol- 
lar shortage) or in the vulner- 
able” category is shown inthe ac- 
companying table. 


There are many products the ex- 
ports of which are still relatively 
low in comparison with pre-war 
years. They include cotton, lum- 
ber, crude petroleum, lard, corn, 
oranges, copper and other non-fer- 
rous manufactures. There is no 
particular danger that the exports 
of any of these products will de- 
cline, unless, of course, they are in 
short supply. Other products such 
as medicinal preparations, indus- 
trial chemicals and, above all, dyes 
are likely to continue at a high level 
because of the vacuum created by 
the absence of German products 
from the world market. Demand 
for industrial machinery and high- 
way transportation equipment 
(trucks and busses) is also ex- 
pected to continue at a high level 
despite the dollar shortage. 





American Resources 
For World Leadership 





(Continued from page 336) 


‘a positive aspect, though at pres- 


ent less than $2 billion worth of 
the essential materials decided up- 
on have been accumulated. But to 
speed up this process, it now looks 
as if some of the European na- 
tions included in the Marshall 
Plan may be able to ship us a por- 
tion of the materials wanted for 
the stockpile from their own bor- 


ders of from their colonies. In due 
course the stockpile will reach de 
sired proportions from one source 
or another, and if not needed for 
military purposes, it can be used 
to great advantage in supporting 
our peacetime economy. 


Industrial Capacity 


Towards the end of World War 
II fears were often expressed that 
the vast expansion in Government 
financed plants would leave us 
with a surplus capacity for many 
years to come, indeed creating a 
serious problem. Prior to Pear! 
Harbor the nation had an invest- 
ment of about $55 billion in pro- 
ductive facilities. Five years later 
this figure had been raised by 
more than $38 billion, with manu- 
facturing alone accounting for 
about $26 million. While beyond 
any doubt a large portion of this 
increase may have to be written 
off because of its exclusive utility 
for military purposes, the Twen- 
tieth Century Fund estimates that 
about $11 billion represents capac- 
ity that can be or is being used 
for normal civilian purposes. 


The element of location rather 
than equipment seems to be the 
determining factor, as shown by 
the numerous large plants for- 
merly turning out munitions that 
have been taken over by private 
concerns to turn out automobiles, 
food, textiles, rubber, paper and 
the like. There also were about 
$3.5 billion of war plants specially 
designed to produce steel, alumi- 
num, lumber, textiles and glass, 
that have continued to be used for 
the same purposes. Considering 
that during 1946 and 1947 prob- 
ably more than $13 billion more 
was spent for new industrial build- 
ings and equipment, it seems safe 
to estimate close to $80 billion 
the total present investment in 
usable productive facilities. 


While higher construction costs 
than in prewar distort the picture 
considerably in estimating unit 
output, it is very clear that capac- 
ity has well outstripped population 
gains during the past seven years, 
though the large increase in pur- 
chasing power has proved to be a 
substantial offset. 


On balance it appears that be- 
fore 1948 ends, most needs of our 
own population can be met rather 
comfortably, both for durables 
and non-durables, and that mean- 


(Please turn to page 380) 
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INVESTMENT ANALYSIS 
John H. Prime, Ph.D. 

This book is designed both for the 
student of investments and for the in- 
yvestor, himself, to each of whom the 
fundamental principles underlying the 
theory and practice of investing are im- 
portant. It is divided into two parts— 
1. The nature of investments, and 2. The 
analysis of corporate financial state- 
ments. 

The first part of the book discusses 
bonds, stocks, securities markets, and 
security market operations with which 
the investor should be familiar. 

In presenting the second part—The 
Analysis of Corporate Financial State- 
ments—the book first seeks to establish 
an understanding of the basic signifi- 
cance of financial statements. It then 
goes on to analyze and interpret com- 
pany reports. For purpose of continuity, 
the same companies are used in each 
discussion, so that the reader may fol- 
low each computation back to its origi- 
nal source in the financial statement. 

John H. Prime, Ph.D., a Professor of 
Finance at New York University has 
herein presented a valuable text on in- 
vestments. 
Prentice-Hall, Inc. 


WIRING A CONTINENT 
By Robert Luther Thompson 


Much of the inside story of American 
industry building its first great monop- 
oly and its largest corporation is to be 
found in the unpublished papers of the 
key men in the development of the tele- 
graph industry. This wealth of source 
material is here made the basis of a 
history of the telegraph in the United 
States during its first thirty years — 
from the time when a portrait painter 
built his canvas stretcher into a crude 
invention called the “magic wire” to the 
time when Western Union’s great wave 
of consolidation swept over the last of 
the independent telegraph companies. 

The book is primarily an economic 
history which traces, behind the breath- 
less race of uncoiling wire, the strategy 
of ledger and lawsuit that carried the 
American telegraph industry in two dec- 
ades from a total capitalization of a 
few thousand dollars to one of more 
than $40,000,000. It follows the trend 
toward monopoly from Amos Kendall’s 
original plan for organization of Morse 
patentees, through Henry O’Rielly’s 
dream of a democratic council, to Hiram 
Sibley’s famous Six Party Contract, and 
analyzes the delicate negotiations by 
which the “irrepressible conflict” be- 
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ate 


tween Western Union and the Ameri- 
can Telegraph Company was resolved. 

Because the book’s emphasis is eco- 
nomic, it has implications beyond the 
history of a specific industry. It reveals 
the general pattern of all industry in 
the United States in the nineteenth 
century and gives fresh insight into 
the whole problem of private versus 
government enterprise. 


Princeton $7.50 


SOVIET RUSSIA SINCE THE WAR 
By The Very Rev. Dr. Hewlett Johnson 

Dean of Canterbury 

Boni & Gaer, Inc. $3.00 

Here, at last, is the book for which 
millions of the Dean’s readers through- 
out the world have been waiting. It is on 
the subject of most urgent international 
interest: Soviet Russia since the war; 
and its author—one of the great reli- 
gious personalities of our age—has come 
to be known also as a political observer 
of surpassing authority. 

For the first time this book, the most 
thorough and up-to-date picture of Rus- 
sia today, answers the questions which 
reflective citizens of America—and in- 
deed of all the nations of the earth— 
have been asking: 

— Just what kind of individual has 
been produced after 29 years of Soviet 
rule? 

—How fast is Russia reconstructing? 

—What is Russia’s true attitude to- 
ward her neighbors? Toward America? 

—How do the Russian people live to- 
day? 

—TIs Soviet Russia moving away from 
its earlier goal of socialism and com- 
munism ? 

—Where does Russia now stand in 
science, in education, in culture? 

—What is Russia’s policy on religion 
in general, and within her own domain 
in particular? 

—What is the present state of Rus- 
sia’s agriculture, industry and trade? 

It is, in fact, difficult to imagine a 
single vital question about the Soviet 
Union today which is left unanswered 
in this exciting and authentic book: 

Exciting, because it is based on first- 
hand experiences, fascinatingly de- 
scribed: the Dean’s long journeys took 
him from Moscow northward to Lenin- 
grad, southward to Stalingrad, still far- 
ther southward to the Republics of Ar- 
menia and Georgia, and then still farther 
eastward to Asiatic Tashkent and 
Samarkand. 

And authentic, because the Dean has 
set down, not mere opinion, but every 
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CORPORATION 








The Board of Directors has de- 
clared a quarterly dividend of 
50c per share on the outstanding 
Common Stock, payable on Feb- 
ruary 2, 1948, to stockholders 
of record on January 9, 1948. 
The transfer books will not close. 
THOS. A. CLARK 
December 23, 1947. Treasorer 

















NATIONAL CONTAINER CORP. 


On December 23, 1947, 
dividend of $0. 296875 was declared on the 45% 
Cumulative Convertible Preferred Stock of Na- 
tional Container Corporation, payable February 2, 
1948, to stockholders of caceed lana 10, 1948. 

HARRY GINSBERG 
Treasuret 
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fact that might throw a revealing light 
on his basic belief that “if it is Rus- 
sia’s responsibility to understand us, it 
is our responsibility to understand 
Russia.” 

The publishers believe not only that 
the Dean has achieved his aim in full 
measure, but also that Soviet Russia 
Since the War is destined to become a 
classic in the literature of personal ob- 
servation—published at a time when the 
necessity for understanding has become 
a direly critical duty. 




















while a_ sizeable number and 
amount of manufactured or semi- 
manufactured items can _ be 
shipped abroad without undue 
hardship at home. Through tech- 
nological improvements and re- 
search, producers in the United 
States are also in a record posi- 
tion to turn out higher quality 
goods than ever before. 


Labor Force 


With a civilian labor force ap- 
proaching the 60 million mark, 
compared with 53 million in early 
1940, the United States is fortu- 
nately situated to handle the 
swelling tide of manufacturing 
and distribution. Better yet, un- 
employment has now fallen below 
2 million, a level below which it 
can hardly fall, considering the 
number normally unoccupied for 
temporary reasons. Of the large 
total available for various activi- 
ties, some 15 million workers are 
now busily engaged in manufac- 
turing plants. 


In comparing our manpower re- 
sources with those of other na- 
tions, what counts more heavily 
than numbers is the quality of our 
workers. Education, specializa- 
tion, high living standards and 
native intelligence have combined 
to give our income producers an 
advantage that cannot be matched 
elsewhere in the world. While 
this, our greatest national asset, 
promises bright potentials for our 
economy, a test is nearing when 
the desire for more pay and 
greater leisure must not be al- 
lowed to upset our essential goal 
of all-out production. Properly 
handled, though, this problem may 
prove less troublesome than many 
people are inclined to think. 


All said, the basic natural re- 
sources. of our country are so 
ample as to justify confidence that 
our industrial progress can con- 
tinue its triumphal march for 
years to come, though steps may 
have to be taken to correct wast- 
age of soil, natural gas and timber 
lands, as well as to encourage dis- 
covery and development of new 
sources. To utilize our vast stock 
of raw materials we have the 
largest and most modern manu- 
facturing and distributing facili- 
ties on earth, and an army of 
trained managers, technicians and 
workers to man them. 


With world conditions as they 
are, particularly in countries 
where misery still exists and na- 
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tionalistic or political ideologies 
have a strong hold, all nations 
familiar with the American way 
of life must be viewing the United 
States with mixed envy and hope, 
regardless of what their political 
leaders may preach. Now arises an 
unparalleled opportunity for us to 
give them a direct experience in 
what Free Enterprise can sunply 
in helping to lift them towards 
our own fortunate levels. 


Whether we relish the respon- 
sibility of world leadership or not, 
there is no way out for us, unless 
we wish to see the Red banners 
flying on all European coasts. In 
the cold war now under way, we 
fortunately can draw on our 
flourishing economy to supply all 
the needed ammunition in the 
form of food, fuel, machinery and 
personnel to assure the victory. 
Better yet, though the dollars in- 
volved will run into billions, the 
total is insignificant compared 
with either that of World War II 
or of the current national income. 
And as Washington has aptly 
pointed out, why worry over a 
1948 potential $10 billion export 
excess when it was hardly felt 
last year. 





Market Outlook As We Enter 
New Year 





(Continued from page 334) 


It remains only to emphasize 
that the 1948 market will in all 
probability be about as much a 
“market of stocks” as was that of 
1947, with the usual wide diver- 
gences among the different groups, 
the usual opportunities and pit- 
falls—all calling for vigilance and 
adequate flexibility in portfolios as 
shifting factors affect the indus- 
tries, and individual companies, 
diversely. The net changes for 
each of our 46 weekly group in- 
dexes for 1947 are shown in the 
tabulation accompanying this arti- 
cle, based on December 27 closing 
prices. It is highly improbable that 
the relative positions will be 
changed significantly by Decemb- 
ber 31 prices. 


It is worth noting that the 
market last more ground in 1947 
than the Dow-Jones averages in- 
dicate, for they are not fully rep- 
resentative of the rank-and-file of 
stocks. Our composite index is 7.8 
points lower than at the end of 
1947, the index of 100 High-Price 
stocks 3.4 points lower, the index 
of 100 Low-Price stocks 16.2 





points lower. Only 13 of our 44 
weekly group indexes gained any 
ground on the year, and many of 
these gains were small. The 
largest were in agricultural im. 
plements, oil stocks, soft drinks, 
textiles and the miscellaneous 
group. 


Among the groups which lost 
ground, some of the most signifi. 
cant percentage declines were in 
aircraft, air lines, amusement 
stocks, baking, dairy products, de- 
partment stores, drugs, furniture, 
liquor, mail order, public utilities, 
rail equipment, sugar and tobacco. 


The record is, of course, not pro- 
phetic. Many of the individual 
trends will continue as long as the 
trading range of the last six 
months or so endures. If a general 
slump is somewhere ahead, the 
odds are tremendously against be- 
ing able to pick out any group 
which is capable of ignoring it. If 
any groups gain ground in 1948, 
on balance, we think the chances 
are against as many doing so as 
the 13 of 1947. Groups which we 
believe have superior prospects— 
especially as regards above-aver- 
age resistance to decline in soft 
markets—include agricultural im- 
plements, automobiles, business 
machines, chemicals, construction, 
ethical drugs, finance companies, 
food stores, oil, public utilities, 
soft drinks, tobacco and variety 
stores. We think that selected 
operating electric utilities, many 
of which are right now in an 
historically low buying zone—even 
if not an extreme one—probably 
have greater defensive merit than 
any of the others. 


—Monday, December 29. 





As I See It! 
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centuries and in this age, the 
United States offers the greatest 
prize the world has ever known, to 
the unscrupulous and scheming. 


Let us, therefore, make UNRE- 
LENTING VIGILANCE the key- 
note of our New Year’s resolution. 
Let us, too—each one of us—put 
our shoulder to the wheel in our 
own little sphere of influence—in 
our own businesses—in our offices 
and factories. In this way we can 
confidently meet the Russian on- 
slaught and be assured of victory. 
To succeed is very simple after all 
when you use common sense and 
objective thinking. 
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When does a man start slipping ? 


What's the best way to do this? By buying U. S. Sav- 


The moment comes to every man. 


The moment when he realizes that he isn’t the man 
he used to be... 


That the days of his peak earning power are over... 


That some day not so very far away some younger man 
will step into his shoes. 


When does this time come? 
It varies with many things. 


But of one thing you can be sure. It will come to you 
as surely as green apples get ripe— and fall off the tree. 


Is this something to worry about? Well, yes. But... 
constructively. For that kind of worrying can lead you 
to save money systematically. 


ings Bonds . . . automatically. Through the Payroll 
Savings Plan. Or through the Bond-A-Month Plan at 
your checking account bank. 

Either method is an almost foolproof system of 
saving. It’s automatic. You don’t put it off. There’s 
no “I’ll start saving next month’’—no “‘Let’s bust the 
piggy bank.” 

And you get back four dollars, at maturity, for every 
three invested. 

So why not take this one step now that will make your 
future so much brighter? 


Get on the Payroll Savings Plan—or the Bond-A- 
Month Plan—today. 


Sure saving because it’s automatic—U.S. Savings Bonds 
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A First Step in Your Program for a 


PROFITABLE 1948 


RY this experiment! Imagine that all your securities were sold 
yesterday. Today you have nothing but their cash value. 


Then ask yourself, “Should I repurchase my former holdings as 
offering the most outstanding prospects for safety, income, profit—or could all or 
part of my funds be used more profitably in the coming year? Should I invest my 


cash now?” 


Some investors who test their lists honestly find that they are holding securities for 
unsound reasons: (1) because they dislike to take losses even in weak issues; (2) 
because they like to see issues on their list which show a profit, even though the 
future has been discounted; (3) because they are sentimentally attached to inher- 
ited securities, or shares of a company for which they work; (4) because they feel 
that they might have difficulty in deciding upon a replacement; (5) because they 
are worried about taxes resulting from security changes; (6) procrastination. 


Today there is no need to hold unfavorable investments which will be slow to 
recover or may suffer further decline. Selected issues are available which offer a 
substantial income, a good degree of security and dynamic growth prospects if your 
purchases are strategically timed. Many are undervalued as measured by earning 
power, capital assets and 1948 potentialities. 


As a first step toward increasing your profit and income in 1948, we invite you to 
submit your security holdings for our preliminary analysis—entirely without 
obligation—if they are worth $20,000 or more. 


Our survey will point out less attractive holdings and those to keep only temporar- 
ily. It will tell you how our personal supervision can assist you to strengthen your 
diversification, income and the enhancement possibilities of your account. We will 
evaluate your list and quote an exact annual fee for our service. 


Merely send us a list of your securities. Give the size of each commitment and 
your objectives. All information will be held in strict confidence. 


INVESTMENT MANAGEMENT SERVICE 


A division of THE Macazine OF Watt Street. A Background of forty years of service. 
90 BROAD STREET NEW YORK 4, N. Y. 





























